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January  1991 


Dear  Massachusetts  Taxpayer: 

Tax  law  can  often  be  complicated.  At  the  Department  of  Revenue  (DOR),  our  job 
is  to  make  sure  taxpayers  understand  their  tax  responsibilities  by  keeping  them 
well-informed  of  the  tax  law.  A  Guide  to  Filing  Your  Massachusetts  Income  Tax 
Forms  —  which  supplements  the  information  in  the  annual  income  tax  form  book- 
lets —  is  a  useful  resource  for  many  taxpayers  who  have  relatively  complicated 
filing  situations.  For  example,  filing  as  a  part-year  resident,  making  estimated  tax 
payments  and  filing  an  amended  return  are  just  a  few  of  the  tax  issues  addressed 
in  the  guide.  The  guide  also  includes: 

•  A  detailed  listing  of  the  1990  Massachusetts  personal  income  tax  law 
changes; 

•  An  expanded  discussion  of  the  differences  between  federal  and 
Massachusetts  taxable  income;  and 

•  Important  information  on  DOR  administrative  procedures. 

DOR  is  committed  to  giving  taxpayers  clear  guidance  on  their  rights  and  responsi- 
bilities through  understandable  tax  forms  and  instructions,  reliable  customer  serv- 
ice and  publications  written  in  plain  English.  We  hope  that  you  find  this  guide  a 
helpful  tool  for  explaining  your  filing  responsibilities  this  year. 


Sincerely, 


Stephen  W.  Kidder 
Commissioner  of  Revenue 
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The  following  discussion  of  recent  law  changes  is  divided  into  six  sections: 
1)  increase  in  the  personal  income  tax;  2)  Universal  Health  Care  Credit;  3)  volun- 
tary contribution  to  AIDS  fund;  4)  self-employed  social  security  deduction;  5)  Tax- 
payer Bill  of  Rights;  and  6)  federal  tax  law  changes  that  Massachusetts  does  not 
adopt.  All  of  the  following  law  changes  are  effective  for  taxes  paid  on  income 
received  in  calendar  year  1990,  and  tax  years  thereafter,  unless  stated  otherwise. 

Increase  in  the  Personal  Income  Tax  

The  tax  rates  were  changed  for  1990.  Income  previously  taxed  at  5%  (Part  C  in- 
come under  Massachusetts  law)  is  taxed  at  5.95%  for  1990.  Income  previously 
taxed  at  5.375%  (Part  B  income  under  Massachusetts  law)  is  also  taxed  at 
5.95%.  Although  the  legal  distinction  between  the  two  classes  of  income  remains, 
income  taxed  at  the  same  rate  is  combined  on  the  forms  for  simplicity. 

Income  that  was  previously  taxed  at  10%  is  now  taxed  at  12%.  This  means  that 
there  are  now  two  rates  in  effect  for  1990  —  5.95%  and  12%.  The  following  chart 
lists  the  items  in  each  class  of  income. 


income  Taxed  at  5.95% 
(Part  B  Income) 

Wages,  tips  and  salaries 
Business/profession/trade  or  farm  income 
Royalty  and  REMIC  income 
Partnership  and  S  corporation  income 
Trust  income 

Other  income  (winnings,  fees,  etc.) 


Income  Taxed  at  5.95% 
(Part  C  Income) 

Pension  and  annuity  income 
Alimony  received 
Rental  income  from  real  estate 
Unemployment  compensation 
Taxable  IRA/Keogh  distributions 
Massachusetts  bank  interest 


Income  Taxed  at  12% 
(Part  A  Income) 

Capital  Gains 
Dividends 

Interest  other  than  from  MA  banks 

Universal  Health  Care  Credit  

Under  Chapter  236  of  the  Acts  of  1988,  a  special  two-year  credit  is  provided  to 
certain  small  business  employers  who  provide  health  care  benefits  to  their  em- 
ployees who  did  not  do  so  previously.  The  credit  is  only  available  for  two  consec- 
utive tax  years  and  is  equal  to  20%  of  the  value  of  premiums  paid  in  the  first  year 
the  credit  is  taken  and  10%  of  the  value  of  premiums  paid  in  the  second  year. 

Voluntary  Contribution  to  AIDS  Fund  

Taxpayers  may  now  contribute  to  the  Massachusetts  AIDS  Fund  on  their  income 
tax  forms.  The  Massachusetts  AIDS  Fund  is  administered  by  the  Massachusetts 
Department  of  Public  Health.  Contributions  are  used  for  research,  experimental 
treatment  and  education  related  to  AIDS. 


Self-Employed  Social  Security  Deduction  

Under  Chapter  150  of  the  Acts  of  1990,  Massachusetts  self-employed  taxpayers 
are  not  allowed  to  take  the  new  federal  tax  deduction  for  social  security  taxes 
paid.  This  deduction  is  disallowed  because  Massachusetts  already  provides  tax- 
payers with  a  deduction  for  social  security  taxes  paid. 
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Taxpayer  Bill  of  Rights  

Under  Chapter  121  of  the  Acts  of  1990,  Massachusetts  now  has  a  "Taxpayer  Bill  of 
Rights."  This  Bill  of  Rights  codifies  into  law  many  of  the  administrative  protections 
that  the  Department  has  put  in  place  for  taxpayers  in  recent  years.  To  obtain  more 
information  about  your  individual  rights  as  a  taxpayer,  you  can  request  a  copy  of 
"A  Taxpayer's  Guide  to  the  Department  of  Revenue"  by  calling  (617)  727-4392 
or  writing  to  Taxpayer  Assistance  at  100  Cambridge  Street,  Boston,  MA  02204. 

Federal  Tax  Law  Changes  That  Massachusetts  Does  Not  Adopt 

Massachusetts  personal  income  tax  law  references  to  the  Internal  Revenue  Code, 
as  amended  on  January  1,  1988.  Therefore,  federal  tax  law  changes  enacted 
after  that  date  are  not  adopted  in  Massachusetts. 

Health  insurance  Deduction  for  Self-Employed  —  Under  a  federal  provision, 
self-employed  individuals  may  deduct  25%  of  the  premiums  paid  for  health  insur- 
ance for  the  self-employed  and  his  or  her  spouse  and  dependents.  This  deduction 
was  to  expire  for  tax  years  beginning  after  December  31,  1989,  but  was  changed 
on  November  5,  1990  to  expire  for  tax  years  beginning  after  December  31,  1991. 
Given  that  Massachusetts  incorporates  the  federal  Code  provisions  as  of  January 
1,  1988,  a  taxpayer  should  not  deduct  these  health  insurance  premiums. 

Dependent  Care  Deduction  —  Massachusetts  allows  as  a  deduction  child  or  de- 
pendent care  expenses  that  qualify  for  the  federal  child  and  dependent  care 
credit.  The  requirement  that  the  dependent  child  be  "under  age  15"  was 
changed  on  October  13,  1988  in  the  federal  provision  to  "under  age  13"  effec- 
tive for  taxable  years  beginning  after  December  31,  1988.  However,  given  that 
Massachusetts  incorporates  the  federal  Code  provisions  as  of  January  1,  1988, 
the  age  requirement  for  purposes  of  the  Massachusetts  dependent  care  deduc- 
tion remains  at  "under  age  15." 

In  addition,  a  federal  change  requires  a  taxpayer  to  include  employer-provided  de- 
pendent care  expenses  when  calculating  the  limitation  amount  of  qualifying  expen- 
ses. However,  given  that  Massachusetts  incorporates  the  federal  Code  provisions 
as  of  January  1,  1988,  a  taxpayer  should  not  include  employer-provided  dependent 
care  expenses  when  calculating  the  limitation  amount  of  qualifying  expenses. 

Employee  Business  Expenses  —  Under  a  federal  provision  enacted  on  October 
13,  1988,  IRC  Section  62(c),  certain  reimbursed  employee  business  expenses 
previously  allowed  as  an  adjustment  to  income  will  now  be  itemized  and  subject 
to  the  2%  floor  (the  aggregate  of  certain  expenses  deductible  only  to  the  extent 
they  exceed  2%  of  federal  adjusted  gross  income).  These  are  reimbursed  ex- 
penses the  employee  is  not  required  to  substantiate  or  advances  -  any  unused 
portion  of  which  the  employee  is  not  required  to  return  to  the  employer.  However, 
given  that  Massachusetts  incorporates  the  federal  Code  provisions  as  of  January 
1,  1988,  these  reimbursed  expenses,  for  purposes  of  the  Massachusetts  allowa- 
ble employee  business  expense  deduction,  remain  deductible  in  full,  so  long  as 
they  are  included  in  Massachusetts  wages. 

In  addition,  by  virtue  of  I.R.S.  Notice  894  (August  1989),  the  Internal  Revenue  Ser- 
vice now  requires  that  employers  not  include  most  reimbursed  employee  expen- 
ses in  an  employee's  wages.  As  a  result,  most  reimbursed  employee  business 
expenses  will  not  be  included  in  wages  and  therefore  not  allowed  as  a  deduction. 

Exclusion  for  Employer-Provided  Educational  Assistance  and  Legal  Services 

—  The  exclusions  from  income  for  educational  assistance  or  legal  services 
provided  by  an  employer  were  extended  on  November  5,  1990.  These  exclusions 
now  expire  for  tax  years  beginning  after  December  31,  1991.  However,  given  that 
Massachusetts  incorporates  the  federal  code  provisions  as  of  January  1,  1988,  a 
taxpayer  must  include  these  benefits  in  Massachusetts  income. 
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Massachusetts  Income  Tax 
Treatment  of  Passive  Activity  Losses 


The  federal  Tax  Reform  Act  of  1986  (TRA  '86)  added  the  passive  activity  loss 
rules  to  the  Internal  Revenue  Code  for  tax  years  commencing  on  or  after  January 
1,  1987.  Massachusetts  adopted  these  changes  for  taxable  years  commencing  on 
or  after  January  1 ,  1 988. 

Federal  income  tax  limitations  and  phase-out  amounts  for  passive  activity  loss 
deductions  and  rental  real  estate  activities  apply  for  Massachusetts  income  tax 
purposes  to  resident,  part-year  resident,  and  nonresident  taxpayers.  However, 
because  of  certain  differences  between  federal  and  Massachusetts  income 
categories  and  filing  requirements,  certain  taxpayers  may  be  required  to  adjust 
their  federal  tax  amounts  to  reflect  Massachusetts  differences. 

Calculation  of  Passive  Activity  Losses  for 
Massachusetts  Purposes 


Full-year  Residents.  The  Massachusetts  treatment  of  passive  activity  losses 
for  Massachusetts  residents  is  the  same  as  the  federal  treatment.  Allowable  losses 
are  the  same  losses  that  are  allowed  on  federal  Form  8582,  line  19,  to  the  extent 
that  the  losses  were  not  deducted  on  the  taxpayers'  Massachusetts  returns  in  prior 
taxable  years.  See  the  section  titled  "No  Carryforward  of  1987  Passive  Losses," 
on  page  6.  To  the  extent  there  are  applicable  adjustments  for  Massachusetts 
differences,  taxpayers  must  calculate  allowable  losses  on  a  pro  forma  federal 
Form  8582.  Losses  disallowed  for  federal  purposes  are  likewise  disallowed  for 
Massachusetts  purposes. 

Nonresidents.  For  nonresidents,  passive  activity  income  and  losses  which  are 
not  attributable  to  Massachusetts  must  be  taken  out  of  the  amounts  reported  for 
federal  purposes.  For  Massachusetts  purposes,  a  nonresident  must  recalculate  al- 
lowed passive  activity  losses  based  upon  income  or  losses  from  passive  activities 
which  generate  income  subject  to  tax  in  Massachusetts.  To  do  so,  the  taxpayer 
must  complete  a  pro  forma  federal  Form  8582,  using  only  those  amounts  from 
activities  which  generate  income  subject  to  Massachusetts  tax. 

When  completing  the  pro  forma  federal  Form  8582,  the  taxpayer  must  limit  the 
amount  of  the  $25,000  allowance  for  rental  real  estate  activities  with  active  parti- 
cipation to  the  amount  which  was  allowed  the  taxpayer  for  federal  purposes.  For 
example,  if  a  taxpayer  had  federal  adjusted  gross  income  in  excess  of  $100,000 
which  reduced  or  eliminated  the  offset  allowance  under  I.R.C.  Section  469(i)(3)(A), 
the  taxpayer  is  limited  to  the  same  amount  taken  on  the  federal  return  for  Mass- 
achusetts purposes. 

The  following  example  illustrates  how  a  nonresident  calculates  passive  activity 
losses  for  Massachusetts  purposes: 

During  taxable  year  1990,  Taxpayer  Smith,  an  unmarried  full-year  nonresident, 
owned  an  interest  in  five  passive  activities.  Taxpayer  Smith's  federal  modified 
adjusted  gross  income  is  below  $100,000.  He  has  no  prior  year  unallowed  losses. 

Activity  A  is  a  limited  partnership  interest  which  was  acquired  before  October 
23,  1986.  Smith's  distributive  share  of  the  net  loss  for  1990  is  $12,000.  None  of 
the  loss  is  attributable  to  Massachusetts. 
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Activity  B  is  a  limited  partnership  interest  that  was  also  acquired  before  October 
23,  1986.  Smith's  distributive  share  of  the  net  income  for  1990  is  $2,000.  None 
of  the  income  is  attributable  to  fVlassachusetts. 

Activity  C  is  a  general  partnership  interest  which  was  acquired  before  October 
23,  1986.  The  general  partnership  owns  rental  real  estate  located  in  New  York. 
Smith  actively  participates  in  the  rental  real  estate  activity.  Smith's  distributive 
share  of  the  net  loss  for  1990  is  $10,000,  none  of  which  is  attributable  to 
Massachusetts. 

Activity  D  is  a  general  partnership  interest  which  was  acquired  after  October  22, 
1986.  The  general  partnership  owns  rental  real  estate  located  in  Massachusetts. 
Smith  actively  participates  in  the  rental  real  estate  activity.  Smith's  distributive 
share  of  the  net  loss  for  1990  is  $20,000  for  federal  and  Massachusetts 
purposes. 

Activity  E  is  an  active  participation  rental  real  estate  activity  which  was  acquired 
before  October  23,  1986.  It  consists  of  Property  A,  located  in  Massachusetts  with 
a  loss  of  $10,000,  and  Property  B,  located  in  Vermont  with  a  gain  of  $5,000.  For 
federal  purposes,  Smith's  distributive  share  of  the  net  loss  is  $5,000.  For  Mass- 
achusetts purposes.  Smith's  share  of  the  net  loss  is  $10,000. 

Under  the  federal  rules.  Smith  would  compute  the  following  allowed  and  dis- 
allowed losses: 


Activity         Inc./Loss  Pre-limit        Loss  Disallowed        Inc. /Loss  Allowed 

A  (12,000)  (10,364)  (  1,636)* 

C  (10,000)  (  2,468)  (  7,532)* 

D  (20,000)  (  4,935)  (15,065)* 

E  (  5,000)  (  1,233)  (  3,767)* 

Subtotal  (47,000)  (19,000)  (28,000)** 

B  2,000  —  2,000 

Total  (45,000)  (19.000)  (26,000) 


*(From  Form  8582  Worksheets) 
**(From  Form  8582,  line  19,  and  Worksheet  5) 

Only  Activities  D  and  E  generate  income  subject  to  Massachusetts  tax.  Smith 
completes  pro  forma  federal  Form  8582  with  amounts  pertaining  only  to  those 
activities.  After  the  required  calculations,  the  resulting  figures  are  as  follows: 


Activity  Inc./Loss  Before  Limit  Loss  Disallowed  Allowed  Loss 

D  (20,000)  (3,333)  (16,667) 

E  (10,000)  (1 ,667)  (  8.333) 

Total:  (30,000)  (5,000)  (25,000) 


Smith  has  $25,000  in  allowable  passive  activity  losses  for  Massachusetts  pur- 
poses for  1990. 

Part-year  Residents.  Part-year  residents  who  meet  threshold  income  and 
exemption  requirements  of  G.L.  c.  62C,  Section  6(a)  and  who  change  status  dur- 
ing a  taxable  year  from  resident  to  nonresident,  or  from  nonresident  to  resident, 
must  file  two  returns.  These  taxpayers  must  file  Form  1  for  the  period  of  the  year 
during  which  they  were  residents  and  Form  1-NR  for  the  period  of  the  year  dur- 
ing which  they  were  nonresidents.  (G.L.  c.  620,  Section  6(a);  830  OMR 
62.5A.1(7)(d) )  Part-year  residents  must  figure  passive  activity  losses  separately 
for  their  periods  of  residency  and  nonresidency. 

Assuming  that  Smith  in  the  example  above  was  a  Massachusetts  resident  for  105 
days  in  tax  year  1990,  passive  activity  losses  are  calculated  as  follows: 
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Form  1 

1)  Determine  the  net  passive  activity  income  (loss)  which  a  full-year  resident 
would  report  for  federal  purposes,  with  applicable  Massachusetts  adjust- 
ment differences  (i.e.  $28,000  allowed  passive  losses  -i-  $2,000  passive 
income  =  $26,000  total  losses). 

2)  Multiply  this  amount  by  number  of  days  as  a  resident 

365 

(i.e.  $26,000    X    ^    =  $7,479.45) 
365 

3)  The  result  is  the  amount  of  passive  activity  loss  to  which  Smith  is  entitled 
on  Form  1. 

Form  1-NR 

1)  Determine  the  amount  of  passive  activity  loss  deduction  as  if  full-year  non- 
resident (i.e.  pro  forma  federal  Form  8582,  line  19,  recalculation  showing 
only  those  amounts  from  activities  which  generate  income  subject  to  Mass- 
achusetts tax:  i.e.  $25,000). 

2)  Subtract  the  amount  taken  on  Form  1  from  this  amount 
($25,000  -  $7,479.45  =  $17,520.55). 

3)  Multiply  this  result  by  total  Mass.  losses 

total  federal  losses 

$30,000 

(i.e.  $17,520.55   X         qqq    =  $11,183.33) 

4)  The  result  is  the  amount  of  passive  activity  loss  to  which  Smith  is  entitled 
on  Form  1-NR. 


Massachusetts  Limitation  on  $25,000  Offset  for 
Active  Participation  Rental  Real  Estate 
Activities;  Married  Filing  Separately  Taxpayers 

As  an  exception  to  the  general  rule,  I.R.C.  Section  469(1)  allows  qualifying  taxpay- 
ers who  actively  participate  in  certain  rental  real  estate  activities  to  deduct  from 
nonpassive  income  up  to  $25,000  in  losses.  Under  the  federal  rules,  married  per- 
sons filing  joint  returns  may  deduct  up  to  the  full  amount  if  they  otherwise  meet 
the  requirements  of  I.R.C.  Section  469.  Under  the  federal  rules,  married  taxpay- 
ers filing  separate  returns  who  live  apart  during  the  entire  taxable  year  and  who 
otherwise  meet  the  requirements  of  I.R.C.  Section  469  are  eligible  to  deduct  up 
to  one-half  of  the  allowable  income  and  phase-out  amounts.  Under  the  federal 
rules,  married  taxpayers  filing  separate  federal  returns  who  lived  together  at  any 
time  during  the  taxable  year  are  not  entitled  to  any  offset.  I.R.C.  Section  469(i)(5). 

Massachusetts  follows  the  federal  rules  for  applying  the  $25,000  offset  for  rental 
real  estate  activities  with  active  participation.  Married  taxpayers  filing  joint  Mass- 
achusetts returns  may  deduct  up  to  the  full  amount  if  they  otherwise  meet  the 
requirements  of  I.R.C.  Section  469;  married  taxpayers  filing  separate  Massachu- 
setts returns  who  lived  apart  during  the  entire  taxable  year  and  who  otherwise 
meet  the  requirements  of  I.R.C.  Section  469  are  eligible  to  deduct  up  to  one-half 
of  the  allowable  income  and  phase-out  amounts;  and  married  taxpayers  filing 
separate  Massachusetts  returns  who  lived  together  at  any  time  during  the  taxable 
year  are  not  entitled  to  the  $25,000  offset.  These  rules  apply  even  if  the  tax- 
payers were  allowed  to  file  joint  federal  returns  but  were  unable  to  file  joint  Mass- 
achusetts returns  because  of  different  Massachusetts  filing  requirements. 
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Offsetting  Excess  Part  B  &  Part  C  Passive 
Losses  Against  Part  A  income  


Under  federal  law,  no  distinction  in  tax  rates  exists  between  Part  A  taxable 

inconne  (interest,  dividends,  and  capital  gains).  Part  B  taxable  inconne  (all  income 
except  Part  A  and  Part  C  inconne),  and  Part  C  taxable  income  (unemployment 
compensation,  alimony,  Massachusetts  bank  interest,  rental  income  from  real 
estate,  pension  and  annuity  income  and  IRA/Keogh  distributions).  For  federal 
purposes,  passive  losses  are  simply  offset  against  passive  income  in  order  to 
determine  net  passive  gain  or  loss. 

Generally,  (Massachusetts  income  taxpayers  may  not  use  excess  Part  B  and  Part  C 
(5.95%)  deductions  to  offset  Part  A  (12%)  income.  However,  if  a  taxpayer  files  a 
Massachusetts  Schedule  C  or  a  Massachusetts  Schedule  E,  such  offsets  are  al- 
lowed where  two  requirements  are  met.  First,  the  excess  Part  B  and  Part  C  de- 
ductions must  be  adjusted  gross  income  deductions  allowed  under  M.G.L.  c.  62, 
Section  2(d).  Second,  these  excess  deductions  may  be  used  to  offset  only  Part  A 
income  which  is  effectively  connected  with  the  active  conduct  of  a  trade  or  busi- 
ness, or  any  Part  A  income  allowed  under  I.R.C.  Section  469(d)(1)(B)  to  offset 
losses  from  passive  activities.  These  rules  are  illustrated  by  the  following  example: 

Taxpayer  Davis,  a  full  year  Massachusetts  resident,  has  a  limited  partnership  in- 
terest in  Activity  A,  which  was  sold  in  1990.  His  distributive  share  of  the  capital 
gain  is  $20,000.  He  also  has  a  limited  partnership  interest  in  Activity  B,  from 
which  he  received  $15,000  in  interest  in  1990.  He  also  received  $18,000  in  in- 
terest from  Activity  C,  which  is  effectively  connected  with  the  active  conduct  of 
his  trade  or  business.  Additionally,  he  received  $23,000  in  Part  A  non-Mass,  bank 
interest  from  a  trust  fund  that  is  not  effectively  connected  with  the  active  conduct 
of  his  trade  or  business.  In  all,  Davis  has  $76,000  of  Part  A  income,  $35,000  of 
which  is  passive  income  from  Activity  A  and  Activity  B,  and  $18,000  of  which  is 
connected  with  the  active  conduct  of  his  trade  or  business. 

Davis  also  has  excess  Part  B  and  Part  C  deductions  allowed  under  Mass.  Gen. 
Laws  c.  62,  Section  2(d)  totaling  $60,000,  $35,000  of  which  is  passive  loss  that, 
for  federal  purposes,  is  offset  by  the  $35,000  of  passive  income  under  I.R.C. 
Section  469(d)(1)(B).  Davis  may  use  the  excess  Part  B  and  Part  C  deductions  to 
offset  Part  A  income  as  follows: 

First,  Davis  may  offset  $18,000  in  interest  connected  with  the  active  conduct  of 
his  trade  or  business  from  Activity  C,  as  well  as  $15,000  in  interest  received  from 
his  limited  partnership  interest  in  Activity  B.  See  Schedule  C-2,  Items  6(a)  and 
6(b).  Second,  Davis  may  offset  the  $20,000  capital  gain  from  his  limited  partner- 
ship in  Activity  A.  See  Schedule  C-2,  Item  9(b).  However,  Davis  may  not  offset 
any  excess  Part  B  and  Part  C  deductions  against  the  $23,000  interest  from  the 
trust  fund.  Thus,  Davis  is  allowed  to  offset  $53,000  of  his  Part  A  income:  $18,000 
in  interest  effectively  connected  with  the  active  conduct  of  a  trade  or  business, 
and  $35,000  in  capital  gains  and  interest  which,  for  federal  purposes,  is  allowed 
to  offset  Davis'  $35,000  passive  loss  under  I.R.C.  Section  469(d)(1)(B).  Davis  has 
$23,000  in  remaining  Part  A  income,  taxable  at  the  rate  of  12%. 

No  Carryforward  of  1987  Passive  Losses 

For  federal  purposes,  for  taxable  years  beginning  on  or  after  January  1,  1987, 
losses  disallowed  because  of  the  passive  loss  rules  of  Code  section  469  could  be 
carried  fon^/ard  to  succeeding  taxable  years  to  offset  future  passive  income. 
Because  Massachusetts  did  not  adopt  the  1986  federal  Tax  Reform  Act  changes 
until  1988,  1987  passive  activity  losses,  like  other  losses,  were  deducted  from 
Massachusetts  gross  income  to  reach  Massachusetts  adjusted  gross  income. 
Taxpayers  reported  the  taxable  income  difference  due  to  the  different  U.S.  and 
Massachusetts  loss  rules  on  the  appropriate  Massachusetts  schedules  with  the 
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Example 


Example 


explanation,  "Taxable  income  differences  due  to  different  Mass.  and  U.S.  loss 
rules  (net  passive  activity  loss)." 

In  general,  taxpayers  should  report  the  same  amount  of  passive  losses  on  their 
1990  Massachusetts  tax  returns  as  they  report  on  their  1990  U.S.  tax  returns. 
Differences  in  1987  amounts  reported  for  U.S.  and  Massachusetts  tax  purposes 
should  be  adjusted  for  when  the  property  is  disposed  of  or  when  the  federal  loss 
carryover  is  used.  Taxpayers  who  carry  over  an  amount  from  1987  for  U.S.  tax 
purposes  may  not  deduct  these  carryover  losses  in  Massachusetts  in  later  years. 

In  1987,  taxpayer  Jones  had  $10,000  of  passive  losses  which,  for  federal  pur- 
poses, could  not  be  taken  against  other  income  on  his  U.S.  tax  return.  As  a 
result,  Jones  carried  fonward  this  unused  loss  to  future  tax  years  for  federal  pur- 
poses. In  contrast,  Jones  used  this  $10,000  loss  to  offset  his  1987  Massachusetts 
Part  B  income.  During  1990,  taxpayer  Jones,  a  full-year  Massachusetts  resident 
disposed  of  his  entire  interest  in  the  passive  activity  in  a  fully  taxable  transaction 
for  $250,000.  Jones  will  report  a  $240,000  gain  on  his  1990  U.S.  return  —  $250,000 
minus  the  $10,000  carryover  allowed  under  I.R.C.  Section  469(g).  However,  since 
taxpayer  Jones  already  reported  the  $10,000  loss  on  the  1987  Massachusetts 
return,  he  must  report  a  gain  of  $250,000  on  his  1990  Massachusetts  return. 

Taxpayer  Smith  had  $15,000  of  passive  losses  in  1987  which  could  not  be  set  off 
against  other  income  on  her  U.S.  return.  She  carried  forward  these  losses  for  U.S. 
tax  purposes.  However,  Smith  was  able  to  use  these  losses  in  full  to  offset  Part  B 
income  on  her  1987  Massachusetts  return.  Smith  used  this  $15,000  carryover  loss 
for  U.S.  tax  purposes  in  1990  to  offset  $15,000  in  income  from  a  passive  activity 
and  must  record  a  U.S. /Massachusetts  difference  of  $15,000  in  taxable  income 
since  the  losses  were  used  in  1987  for  Massachusetts  tax  purposes.  Any  amount 
of  losses  which  exceeded  your  1987  Part  B  income  on  your  1987  Massachusetts 
return  is  not  available  for  carryover  to  Massachusetts  returns  in  later  years. 
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Differences  Between  Massachusetts 
and  U.S.  Taxable  Income 


To  calculate  Massachusetts  taxable  income,  Massachusetts  uses  your  federal 
gross  income,  as  determined  by  the  U.S.  Internal  Revenue  Code  (I.R.C.)  in  effect 
on  January  1,  1988,  as  a  starting  point.  As  an  intermediate  step,  Massachusetts 
gross  income  is  reached  by  modifying,  adding  or  subtracting  items  to  federal 
gross  income.  Massachusetts  gross  income  is  then  classified  into  two  groups: 

•  5.95%  income  which  includes  such  items  as  wages,  partnership  income  and 
trade  or  business  income,  taxable  pensions,  interest  from  Massachusetts 
banks,  alimony,  unemployment  compensation,  IRA/Keogh  distributions  and 
rental  income  from  real  estate;  and 

•  12%  income  which  includes  such  items  as  dividends,  capital  gains,  and 
interest  from  sources  other  than  Mass.  banks. 

After  determining  5.95%  and  12%  gross  income,  each  category  is  further  modi- 
fied to  first  reach  5.95%  and  12%  adjusted  gross  income  and,  finally,  5.95%  and 
12%  taxable  income. 

Gross  Income 


Federal  gross  income  provides  the  starting  point  for  determining  taxable 
Massachusetts  income.  Your  federal  gross  income  includes: 

•  wages,  salaries,  tips,  bonuses,  fees  and  other  compensation; 

•  taxable  pensions  and  annuities; 

•  alimony; 

•  Income  from  a  business,  profession,  partnership,  S  corporation,  trust  or  estate; 

•  rent,  royalty  and  REMIC  (real  estate  mortgage  investment  conduit)  income; 

•  unemployment  compensation; 

•  interest  and  dividends; 

•  gambling  winnings; 

•  capital  gains; 

•  taxable  portions  of  scholarships  and  fellowships;  and 

•  any  other  income  not  specifically  exempt. 

Income  which  is  included  in  federal  gross  income  will  be  part  of  your 
Massachusetts  gross  income  unless  it  is  specifically  excluded  by  some  provision 
of  Massachusetts  law.  Conversely,  an  item  which  is  not  included  in  federal  gross 
income  will  not  be  part  of  Massachusetts  gross  income  unless  it  is  specifically 
added  by  some  provision  of  Massachusetts  law. 

Income  to  Be  Added  to  Federal  Gross  Income  

The  income  listed  below  must  be  added  to  federal  gross  income  to  arrive  at 
Massachusetts  gross  income.  This  income  is  not  included  in  federal  gross  in- 
come, since  it  is  exempt  from  federal  income  taxation.  Such  income  is,  however, 
part  of  Massachusetts  gross  income,  taxable  under  particular  provisions  of  the 
Massachusetts  General  Laws  (M.G.L.). 

•  interest  on  State  and  local  obligations  other  than  those  of  Massachusetts  or 
its  political  subdivisions; 
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•  the  amount  of  income  earned  by  a  resident  of  Massachusetts  from  foreign 
employment  and  excluded  from  federal  gross  income; 

•  the  amount  of  employer-provided  educational  assistance  and  legal  services 
excluded  from  federal  gross  income; 

•  voluntary  employee  contributions  made  under  Section  403(b)  of  the  Internal 
Revenue  Code; 

•  employee  contributions  to  Massachusetts  state  and  local  government  pension 
plans. 

If  you  disposed  of  property  during  the  tax  year,  M.G.L.  c.  62,  Section  6F  requires 
that  when  determining  Massachusetts  gross  income  you  adjust  federal  gross  in- 
come by  any  differences  between  the  federal  and  Massachusetts  basis  of  the 
property.  If  federal  basis  exceeds  Massachusetts  basis,  federal  gross  income 
must  be  increased  by  the  difference;  conversely,  if  the  Massachusetts  basis  is 
greater,  federal  gross  income  must  be  decreased  by  the  difference.  For  a  more 
detailed  discussion  of  basis  rules,  see  the  section  on  Massachusetts  Basis  Rules 
on  page  13,  and  see  TIR  88-7. 

Items  to  Be  Excluded  from  Federal  Gross  Income  

The  following  items  originally  included  in  federal  gross  income  must  be  subtracted 
out.  Although  these  items  are  taxable  at  the  federal  level,  they  are  not  part  of 
Massachusetts  gross  income  and  are  exempt  from  Massachusetts  income  tax: 

•  interest  on  obligations  of  the  United  States; 

•  income  received  from  a  trustee  or  other  fiduciary  if  that  income  is  taxable  to 
the  trustee  or  other  fiduciary  in  Massachusetts; 

•  dividends  from  a  corporate  trust  to  the  extent  the  dividends  are  exempt  from 
taxation  under  M.G.L.  c.  62,  Section  8; 

•  income  from  a  contributory  retirement  plan  of  the  U.S.  or  Massachusetts; 

•  income  from  a  contributory  retirement  plan  from  other  states  that  do  not  tax 
income  from  a  Massachusetts  retirement  plan; 

•  distributions  from  an  IRA  until  contributions  have  been  recovered; 

•  income  from  Internal  Revenue  Code  Section  403(b)  annuities,  pensions,  etc., 
until  contributions  have  been  recovered;  income  from  a  Keogh  plan  until  con- 
tributions have  been  recovered; 

•  the  amount  of  social  security  benefits  included  in  federal  gross  income; 

•  income  (including  royalty  income)  from  the  sale  or  lease  of  certain  patents 
approved  by  the  Massachusetts  Secretary  of  Energy  Resources  as  useful  for 
energy  conservation  and  related  purposes.  The  income  may  be  deducted  for 
a  period  of  five  years  from  the  issuance  of  the  patent  or  approval  by  the 
Secretary,  whichever  occurs  sooner. 

j~    Dale's  federal  gross  income  is  $25,000.  This  is  the  third  year  Dale  has  withdrawn 
®    $2,000  from  an  IRA  to  which  he  contributed  a  total  of  $5,000.  Dale  has  several 
U.S.  government  bonds  which  pay  a  total  of  $500  interest  annually,  as  well  as 
state  and  local  bonds  from  states  other  than  Massachusetts  which  pay  a  total  of 
$1 ,000  interest. 

Dale's  Massachusetts  gross  income  is  $24,500,  determined  as  follows: 
From  federal  gross  income,  he  subtracts  items  not  taxed  in  Massachusetts: 


Federal  gross  income 
IRA  distributions 
U.S.  bond  interest 


$25,000 
(  1,000) 
(500) 
$23,500 
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Dale  adds  the  following,  not  taxed  federally: 

Other  state  bond  interest  $  1.000 
Total  $24,500 

Proceeds  fronn  an  IRA  are  exempt  under  Massachusetts  law  only  until  the  con- 
tributions are  recovered.  Dale  has  now  withdrawn  $6,000,  but  his  contribution 
was  only  $5,000.  Dale  must,  therefore,  include  the  difference  in  his  Massachu- 
setts gross  income.  Since  his  federal  gross  income  includes  the  entire  $2,000 
taken  from  the  IRA,  Dale  deducts  $1 ,000  from  federal  gross  income,  leaving 
$1,000  as  part  of  Massachusetts  gross  income.  Dale  also  subtracts  the  U.S. 
bond  interest,  because  it  is  not  taxable  in  Massachusetts.  Dale  adds  the  $1,000 
in  bond  interest  from  other  states  because  it  is  taxable  in  Massachusetts,  but  not 
included  in  federal  gross  income. 

Massachusetts  Adjusted  Gross  Income  

To  calculate  Massachusetts  adjusted  gross  income,  Massachusetts  gross  income 
is  divided  into  two  classes:  5.95%  income  and  12%  income. 

5.95%  Adjusted  Gross  Income  

5.95%  adjusted  gross  income  is  determined  by  modifying  5.95%  gross  income. 
Massachusetts  allows  many  of  the  deductions  from  federal  gross  income  allowed 
by  Sections  62  and  404  of  the  Internal  Revenue  Code  but  omits  some  and  alters 
others. 

Massachusetts  adopts  a  modified  version  of  the  federal  deduction  for  unreim- 
bursed employee  business  expenses.  The  deduction  for  unreimbursed  travel  and 
transportation  expenses  incurred  by  any  employee,  and  unreimbursed  gifts,  enter- 
tainment and  other  employee  business  expenses  incurred  by  employees  who 
solicit  business  for  an  employer  away  from  the  employer's  place  of  business  are 
allowed  only  if  you  itemize  deductions  on  your  federal  income  tax  return.  The 
deduction  is  allowed  only  for  amounts  that,  taken  together  with  other  miscella- 
neous itemized  deductions,  exceed  2%  of  federal  adjusted  gross  income.  The 
amount  you  are  reimbursed  for  business  expenses  continues  to  be  an  allowable 
deduction,  regardless  of  whether  you  are  required  to  substantiate  or  return  any 
unused  portion  of  this  amount.  The  following  federal  deductions  are  not  allowed 
in  calculating  Massachusetts  adjusted  gross  income: 

•  deductions  not  related  to  Massachusetts  gross  income; 

•  the  deduction  allowed  by  IRC  Section  62(a)(5)  relating  to  life  tenants  and  in- 
come beneficiaries  of  property  to  the  extent  a  trust  or  estate  taxable  under 
this  section  is  allowed  the  deduction; 

•  net  operating  loss  deductions  allowed  by  IRC  Section  172; 

•  the  deduction  allowed  by  IRC  Section  404  for  Keogh  plan  payments  made  by 
self-employed  persons; 

•  the  deduction  allowed  by  IRC  Section  1379(b)(3)  (relating  to  amounts  not 
received  as  benefits  from  certain  qualified  pension  plans); 

•  the  deduction  (if  any)  allowed  by  IRC  Section  219  for  contributions  to  an  IRA; 

•  the  deduction  allowed  by  IRC  Section  402(e)(3)  of  the  ordinary  income  por- 
tion of  a  lump-sum  distribution  to  the  extent  included  in  gross  income; 

•  the  deduction  allowed  by  IRC  Section  164(f)  equal  to  50%  of  the  self- 
employment  tax;  and 

•  the  deduction  allowed  by  IRC  Section  162(h)  for  certain  travel  expenses  of 
State  legislators  away  from  home. 
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Ellen  deposits  the  maximum  allowable  amount  in  her  IRA  and  takes  a  deduction 
for  that  amount  on  her  federal  income  tax  return.  The  amount  deducted  under 
federal  law  must  be  included  for  Massachusetts  tax  purposes.  When  Ellen 
withdraws  her  IRA  proceeds,  they  will  be  free  from  Massachusetts  taxes  until 
Ellen  has  recovered  her  contributions.  The  same  result  follows  when  a  Keogh 
plan  rather  than  an  IRA  is  involved. 


Marvin  works  for  a  law  firm  and  incurs  unreimbursed  travel  expenses  while 
performing  services  for  the  firm  away  from  home,  including  expenses  for  food 
and  lodgings.  Marvin  may  deduct  these  expenses,  provided  he  itemizes  on  his 
federal  return  and  provided  the  expenses,  taken  together  with  other  miscellaneous 
itemized  deductions,  exceed  2%  of  his  federal  adjusted  gross  income. 


Harry  and  Bill  work  for  Sky  Corporation.  Harry  works  as  a  clerical  employee  and 
Bill  works  as  a  traveling  salesman.  During  the  year,  each  takes  a  refresher 
course  in  selling  techniques.  Harry  may  not  deduct  the  cost  of  this  course;  Bill 
may,  provided  he  itemizes  deductions  on  his  federal  tax  return  and  if  his  deducti- 
ble business  expenses,  taken  together  with  other  miscellaneous  itemized  deduc- 
tions, exceed  2%  of  his  federal  adjusted  gross  income. 


12%  Adjusted  Gross  Income 


Example 


12%  adjusted  gross  income  is  determined  by  modifying  12%  gross  income. 
Massachusetts  generally  does  not  follow  federal  rules  here.  Among  the  deduc- 
tions Massachusetts  allows  in  calculating  12%  adjusted  gross  income  are: 

•  Any  excess  of  the  deductions  allowed  in  reaching  5.95%  adjusted  gross  in- 
come (AGI  deductions).  This  deduction  is  allowed  to  the  extent  the  12%  in- 
come is  either  effectively  connected  with  a  trade  or  business  of  the  taxpayer 
or  allowed  under  I.R.C.  Section  469(d)(1)(B)  to  offset  losses  from  passive  ac- 
tivities. (Massachusetts  does  not  follow  the  federal  rule  that  allows  net  operat- 
ing loss  carryovers.) 

•  A  net  capital  loss,  up  to  a  maximum  of  $1 ,000.  This  deduction  may  be  taken 
only  against  interest  and  dividends.  Any  unused  capital  losses  may  be  car- 
ried forward  indefinitely.  (The  federal  rule  allows  $3,000  of  capital  losses  to 
be  set  off  against  ordinary  income.) 

•  50%  of  a  net  capital  gain;  however,  the  allowable  deduction  must  be  deter- 
mined after  the  gain  is  reduced  by  any  5.95%  AGI  deductions  taken  against 
12%  income.  (For  federal  tax  purposes,  no  long-term  capital  gain  deduction 
is  currently  allowed.) 

Jason  has  5.95%  gross  income  of  $8,000,  and  Massachusetts  AGI  deductions 
of  $10,000.  Jason  may  deduct  $2,000  from  his  12%  income,  but  only  if  the  12% 
income  is  effectively  connected  with  Jason's  trade  or  business  or  allowed  under 
I.R.C.  Section  469(d)(1)(B)  to  offset  losses  from  passive  activities. 


_  Laura  has  a  net  long-term  capital  gain  for  the  year  of  $25,000  (her  only  12%  in- 

^  come)  which  is  effectively  connected  with  her  trade  or  business.  She  also  has 

$5,000  in  Massachusetts  AGI  deductions  exceeding  her  5.95%  gross  income 
which  may  therefore  be  deducted  from  her  12%  income  since  that  income  is 
effectively  connected  with  her  trade  or  business.  Laura  may  also  deduct  50%  of 
her  net  long-term  capital  gain  which  after  reduction  by  the  $5,000  is  $10,000. 


Taxable  Income 


In  arriving  at  taxable  5.95%  and  12%  income,  Massachusetts  does  not  allow  the 
federal  exemptions  or  most  of  the  federal  itemized  deductions,  e.g.,  the  deduc- 
tion for  home  mortgage  interest  or  the  deduction  for  charitable  contributions.  An 
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exception  is  made  for  medical  expenses,  which  Massachusetts  allows  as  an  ex- 
emption. Massachusetts  has  its  own  specific  exemptions  and  deductions,  includ- 
ing those  listed  below. 

5.95%  Income  

Deductions: 

•  contributions  up  to  $2,000  per  taxpayer  paid  to  PICA  (Social  Security  and 
Medicare)  or  under  the  Federal  Railroad  Retirement  Act;  or  sums  deducted 
from  wages  as  contributions  to  a  pension  or  annuity  fund  of  the  U.S.,  the 
Commonwealth  or  its  political  subdivisions; 

•  $100  of  Massachusetts  bank  interest  per  single  return  or  $200  of  such  In- 
terest per  married  filing  joint  return; 

•  employment-related  expenses  paid  to  someone  to  care  for  one  or  more 
children  under  age  15  (or  a  disabled  dependent)  —  as  an  alternative,  you 
may  deduct  one  $600  amount  if  your  household  contains  one  or  more  depen- 
dents under  age  12;  you  must  be  single  or  married  filing  jointly  to  claim  the 
$600  deduction;  and 

•  50%  of  the  rent  for  a  principal  residence  in  Massachusetts,  not  to  exceed 
$2,500  (or  $1,250  if  married  filing  separately). 

Exemptions: 

•  Single  or  Married  Filing  Separately: 

1.  a  personal  exemption  of  $2,200  (unlike  the  federal  rules,  you  are  entitled 
to  a  personal  exemption  even  if  you  are  claimed  as  a  dependent  by 
another  taxpayer); 

2.  an  additional  $2,200  if  you  were  totally  blind;  and 

3.  an  additional  $700  if  you  were  65  or  older  before  the  close  of  the  taxable 
year. 

•  Married  Filing  Jointly: 

1.  a  total  exemption  of  $4,400  for  you  and  your  spouse; 

2.  an  additional  $2,200  for  each  spouse  who  was  totally  blind;  and 

3.  an  additional  $700  for  each  spouse  who  was  65  or  older  before  the  close 
of  the  taxable  year. 

•  All  Taxpayers: 

1.  $1,000  per  dependent  (as  defined  in  IRC  Section  151); 

2.  an  amount  equal  to  the  deduction  for  medical,  dental  and  other  expenses 
allowed  under  I.R.C.  Section  213  (this  deduction  may  only  be  claimed  if 
you  itemize  federally);  and 

3.  fees  in  excess  of  three  percent  of  5.95%  adjusted  gross  income  paid  to  a 
licensed  adoption  agency  to  adopt  a  minor  child. 

12%  Income  

Exemptions.  If  your  total  exemptions  from  5.95%  income  exceed  5.95%  income 
after  deductions,  you  may  apply  the  excess  to  all  12%  income.  To  do  this,  mar- 
ried couples  must  file  joint  returns.  For  more  information,  see  DOR  Directive 
86-27.  If  you  are  the  beneficiary  of  a  Massachusetts  trust  or  estate,  you  must  ap- 
ply excess  exemptions  as  outlined  in  DOR  Directive  86-39. 
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Massachusetts  Basis  Rules 


This  section  explains  the  general  rules  for  determining  the  Massachusetts  ad- 
justed basis  of  property  that  has  been  sold  or  exchanged  during  the  taxable  year. 
You  need  to  know  the  adjusted  basis  of  such  property  in  order  to  calculate  prop- 
erly the  gain  or  loss  to  be  reported  on  your  Massachusetts  income  tax  return. 
For  Massachusetts  tax  purposes,  your  adjusted  basis  in  property  sold  or  ex- 
changed during  the  taxable  year  is  calculated  by  determining  your  initial  Mass- 
achusetts basis  in  the  property,  and  then  adding  or  subtracting  any  adjustments 
required  under  Massachusetts  law  during  the  period  when  the  property  was  held. 
Because  a  significant  change  in  Massachusetts  personal  income  tax  laws 
became  effective  on  January  1,  1971,  the  rules  for  determining  basis  are  divided 
into  two  sections  depending  on  whether  the  property  was  acquired  before  or  after 
that  date.  Note:  If  you  are  a  nonresident,  see  the  discussion  of  nonresidents  on 
page  15.  To  make  basis  calculations,  you  must  know  the  following: 

For  initial  basis 

•  initial  U.S.  basis  in  property; 

•  when  the  property  was  acquired  (before  January  1,  1971  or  after  December 
31,  1970);  and 

•  how  the  property  was  acquired  (by  purchase,  taxable  or  nontaxable  ex- 
change, inheritance,  gift,  etc.). 

For  adjusted  basis 

•  what  adjustments  to  the  initial  basis  of  the  property  were  required  by  the  pro- 
visions of  U.S.  and  Massachusetts  law  during  the  period  when  the  property 
was  held  (for  depreciation,  capital  improvements,  Section  179  deductions, 
residential  energy  credits,  S  corporation  basis  adjustment,  etc.). 

Sale  of  Property  You  Acquired  After 
December  31,  1970  


Massachusetts  initial  Basis.  The  initial  basis  of  property  acquired  after 
December  31,  1970  is  generally  the  same  under  U.S.  and  Massachusetts  rules. 
In  certain  cases,  however,  it  will  differ.  For  property  acquired  after  December  31 , 
1970,  from  a  decedent,  as  a  gift,  or  in  a  like-kind  exchange  or  similar  transaction 
where  the  basis  of  prior  property  is  used,  special  rules  apply.  If  your  property 
was  acquired  under  any  of  these  circumstances,  refer  to  Massachusetts  General 
Laws,  Chapter  62,  Section  6F,  (b)(2)(A),  (B)  and  (C). 

Massachusetts  Adjusted  Basis.  The  adjusted  basis  of  property  acquired 
after  December  31,  1970  is  generally  the  same  under  U.S.  and  Massachusetts 
rules.  Accordingly,  the  gain  or  loss  reported  on  the  Massachusetts  return  is  the 
same  as  that  reported  on  the  U.S.  return.  However,  it  will  differ  where,  at  any 
time  during  the  period  the  property  was  held,  Massachusetts  did  not  follow  the 
U.S.  rules  regarding  the  basis  of  that  property. 

The  relevant  provisions  of  the  Massachusetts  personal  income  tax  and  the  Inter- 
nal Revenue  Code  coincided  precisely  only  four  times  since  1970  —  in  1971, 
1977,  1983  and  1988.  In  all  other  years  during  this  period,  the  Massachusetts  in- 
come tax  was  tied  to  an  earlier  year's  Internal  Revenue  Code,  so  that  a  change 
or  addition  to  a  basis-adjustment  provision  may  have  been  incorporated  for  U.S. 
tax  purposes,  but  not  for  Massachusetts  tax  purposes. 
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The  easiest  way  to  see  how  the  Massachusetts  adjusted  basis  rules  work  is  to 
apply  them  to  examples. 


Example 

(When  Mass. 
and  U  S  ad- 
justed basis 
are  the 
same) 


Ed  and  Jane  are  Massachusetts  residents  who  sold  their  single-family  home  on 
January  1,  1990  for  $200,000.  Ed  and  Jane  purchased  the  property  in  1985  for 
$100,000  and  made  $15,000  in  capital  improvements  over  the  next  five  years. 
They  took  no  deductions  requiring  adjustments  to  basis  (such  as  depreciation) 
while  they  owned  the  house.  When  Ed  and  Jane  sold  the  property,  their  U.S. 
adjusted  basis  was  $115,000  (their  initial  basis  of  $100,000  plus  capital  im- 
provements of  $15,000).  Ed  and  Jane's  Massachusetts  adjusted  basis  was  also 
$115,000,  because  the  basis  adjustment  provisions  that  applied  to  this  property 
while  they  held  it  were  the  same  for  both  U.S.  and  Massachusetts  purposes. 


Example 
(When  Mass 
and  U  S.  ad- 
justed basis 
are  different) 


Larry  and  Diane  are  Massachusetts  residents  who  sold  rental  property  on 
January  1,  1990  for  $200,000.  They  had  purchased  the  property  on  January  1, 
1985  for  $120,000,  of  which  $20,000  was  for  the  land  value.  They  had  made  no 
improvements  to  the  property  while  they  owned  it. 

On  their  U.S.  tax  returns  for  1985  -  1989,  Larry  and  Diane  took  depreciation 
deductions:  $9,000  the  first  year  and  a  total  of  $31,000  for  1986-1989.  On  their 
Massachusetts  returns  for  1985  -  1989,  Larry  and  Diane  also  took  deductions  for 
depreciation:  $12,000  the  first  year  and  a  total  of  $31,000  for  1986-1989.  Mas- 
sachusetts and  U.S.  depreciation  rules  differed  in  1985  because  Massachusetts 
followed  the  Internal  Revenue  Code  in  effect  on  February  1,  1983.  Rental 
property  placed  in  service  in  accordance  with  U.S.  guidelines  as  of  February  1, 
1983  was  assigned  a  15-year  recovery  period,  compared  with  the  18-year  recov- 
ery period  under  the  U.S.  guidelines  in  effect  on  January  1,  1985.  In  1986, 
however,  Massachusetts  updated  its  personal  income  tax  to  the  Internal  Revenue 
Code  in  effect  on  January  1,  1985,  and  adopted  the  18-year  recovery  period. 

When  Larry  and  Diane  sold  the  property,  their  U.S.  adjusted  basis  was  $80,000 
(their  initial  basis  of  $120,000  minus  the  U.S.  depreciation  deduction  of  $40,000 
they  took  in  connection  with  the  property).  Larry  and  Diane's  Massachusetts 
adjusted  basis  in  the  rental  property  was  $77,000  (their  initial  basis  of  $120,000 
minus  the  Massachusetts  depreciation  deduction  of  $43,000  they  took  in  connec- 
tion with  property). 

For  U.S.  tax  purposes,  Larry  and  Diane  realized  a  gain  of  $120,000  on  the  sale 
($200,000  minus  $80,000).  For  Massachusetts  purposes,  however,  their  gain  was 
$123,000  ($200,000  minus  $77,000)  —  $3,000  more  than  the  gain  for  U.S.  pur- 
poses because  of  the  higher  depreciation  deduction  Massachusetts  had  allowed 
Larry  and  Diane  in  1985. 

Sale  of  Property  You  Acquired  Before 
January  1,  1971  

For  property  acquired  before  January  1,  1971,  the  Massachusetts  initial  basis 
may  differ  from  the  U.S.  initial  basis.  If  such  property  had  been  sold  in  the 
course  of  business  on  December  31,  1970  (the  day  before  a  major  change  in  the 
Massachusetts  law),  and  a  gain  would  have  been  subject  to  Massachusetts  tax  at 
that  time,  then  the  Massachusetts  initial  basis  for  determining  gains  or  losses 
from  a  sale  of  the  property  in  1990  is  calculated  as  follows: 

Gain  —  Massachusetts  initial  basis  for  computing  gain  is  the  property's  adjusted 
basis  on  December  31,  1970  under  the  Massachusetts  laws  in  effect  on  that  date. 

Loss  —  Massachusetts  initial  basis  for  computing  loss  is  the  lower  of  the  prop- 
erty's Massachusetts  adjusted  basis  on  December  31,  1970,  or  its  U.S.  adjusted 
basis  on  that  date. 
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In  the  case  of  any  other  property  acquired  before  January  1,  1971,  and  sold  in 
1990,  the  Mass.  initial  basis  is  the  same  as  the  U.S.  adjusted  basis  on  December 
31,  1970,  determined  without  regard  to  any  U.S.  adjustment  for  gift  tax  paid. 

Once  you  have  determined  your  Massachusetts  initial  basis  in  property  acquired 
before  January  1,  1971,  you  calculate  your  Massachusetts  adjusted  basis  as 
described  above  in  the  section  on  property  acquired  after  December  31,  1970. 

Jim  and  Jean  are  Massachusetts  residents  who  sold  rental  property  on 
January  1,  1990  for  $150,000.  They  had  purchased  the  property  on  December 
31,  1967  for  $25,000,  of  which  $5,000  was  for  the  land  value. 

For  U.S.  tax  purposes,  their  initial  basis  in  the  property  was  $25,000  —  the 
property's  cost  when  purchased.  On  their  U.S.  tax  returns  for  1968-1989,  Jim 
and  Jean  took  depreciation  deductions  on  the  property  of  $600  each  year.  Their 
U.S.  depreciation  deductions  over  the  period  they  owned  the  rental  property  to- 
taled $13,200  ($600  X  22  years).  When  Jim  and  Jean  sold  the  rental  property, 
their  U.S.  adjusted  basis  was  $11,800  (their  initial  basis  of  $25,000  minus  the 
depreciation  deductions  of  $13,200). 

For  Massachusetts  tax  purposes,  Jim  and  Jean's  initial  basis  in  the  rental 
property  is  the  amount  their  adjusted  basis  would  have  been  on  December  31 , 
1970  under  the  basis  rules  that  were  then  in  effect.  The  Massachusetts  basis 
rules  in  effect  before  January  1,  1971  did  not  allow  taxpayers  to  deduct  or  adjust 
basis  for  depreciation,  so  that  their  basis  as  of  December  31,  1970  would  have 
been  their  cost  basis  of  $25,000.  On  their  Massachusetts  tax  returns  for 
1971-1989,  they  took  depreciation  deductions  on  the  rental  property  of  $600  each 
year.  Their  Massachusetts  depreciation  deductions  over  the  period  they  owned 
the  rental  property  totaled  $11,400  ($600  x  19  years).  When  Jim  and  Jean  sold 
the  property  in  1990,  their  Massachusetts  adjusted  basis  was  $13,600  (their  initial 
basis  of  $25,000  minus  the  depreciation  deductions  of  $11,400). 

For  U.S.  tax  purposes,  Jim  and  Jean  realized  a  gain  in  1990  of  $138,200  (the 
selling  price  of  $150,000  minus  the  adjusted  basis  of  $11,800).  For  Massachu- 
setts tax  purposes,  they  realized  a  gain  in  1990  of  $136,400  (the  selling  price  of 
$150,000  minus  the  adjusted  basis  of  $13,600).  Thus,  the  gain  reported  on  Jim 
and  Jean's  1990  U.S.  tax  return  totals  $1,800  more  than  the  gain  reported  on 
their  1990  Massachusetts  tax  return. 

Sales  of  Intangible  Property.  The  steps  outlined  above  explain  the  Mass- 
achusetts basis  rules  in  the  context  of  sales  of  tangible  property.  The  same  prin- 
ciples would  apply  to  sales  of  intangible  property,  such  as  stock  or  an  interest  in 
a  partnership.  For  additional  information  on  basis  adjustments  which  may  be  re- 
quired by  a  shareholder  upon  the  sale  or  exchange  of  Massachusetts  S  corpora- 
tion stock,  refer  to  Technical  Information  Release  88-1 1  and  Massachusetts 
Regulation  830  CMR  62.1 7A.1. 

Application  to  Nonresidents.  The  Massachusetts  basis  rules  apply  to 
nonresidents  as  well  as  to  Massachusetts  residents.  Some  nonresidents,  how- 
ever, may  have  sold  property  in  1990  that  did  not  become  subject  to  taxation 
under  the  Massachusetts  personal  income  tax  statute  (G.L.  c.  62)  until  some  time 
after  the  nonresident  acquired  the  property.  In  such  cases,  the  nonesident  deter- 
mines his  or  her  Massachusetts  initial  basis  as  set  out  in  the  examples  above, 
but  adjusts  this  initial  basis  differently.  For  the  period  that  the  income  was  sub- 
ject to  the  Massachusetts  personal  income  tax,  the  nonresident  makes  only  those 
basis  adjustments  that  applied  in  Massachusetts  (just  as  a  resident  does).  But  for 
the  period  that  the  property  was  not  subject  to  the  Massachusetts  personal  in- 
come tax,  the  nonresident  adjusts  the  basis  for  whatever  U.S.  provisions  were 
applicable  during  the  period. 
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Filing  Requirements 


Should  I  File  a  Massachusetts  Tax  Return?  

Massachusetts  tax  law  distinguishes  between  residents  and  nonresidents.  Resi- 
dents are  generally  taxed  on  all  their  income.  Nonresidents  are  only  taxed  on 
their  Massachusetts  source  inconne. 

If  you  were  a  resident  of  Massachusetts  and  your  gross  income  from  all  sources 
was  more  than  $8,000  in  tax  year  1990,  you  are  required  to  file  a  Massachusetts 
income  tax  return.  Massachusetts  residents  must  file  either  Form  1  or  Form  ABC. 
If  your  gross  income  was  less  than  $8,000,  it  is  not  necessary  for  you  to  file  a 
return.  A  detailed  discussion  of  gross  income  appears  on  page  8. 

If  you  were  a  nonresident,  but  received  Massachusetts  source  income  in  1990  in 
excess  of  the  smaller  of  $8,000  or  your  prorated  personal  exemption  (the  amount 
of  your  personal  exemption  multiplied  by  the  ratio  of  your  Massachusetts  income 
to  your  total  income),  you  must  file  a  Massachusetts  Nonresident  Income  Tax 
Return,  Form  1-NR.  At  a  minimum,  this  means  you  must  file  Form  1-NR  if  you 
were  a  nonresident  and  you  received  Massachusetts  source  income  in  excess  of 
$2,200  if  single  or  $4,400  if  married  filing  jointly. 

May  My  Spouse  and  I  File  Jointly?  

Yes.  Married  taxpayers  may  usually  file  jointly.  A  joint  return  is  allowed  even  if 
only  one  spouse  has  income.  A  joint  return  must  be  signed  by  both  spouses. 
Married  taxpayers  may  not  file  jointly  when  the  spouses  have  different  taxable 
years  for  Massachusetts  purposes. 

Michael  and  Allison  were  marhed  in  June  1990.  Michael  moved  to  Massachusetts 
to  live  with  Allison  in  June.  They  would  not  be  allowed  to  file  a  joint  return  be- 
cause Michael  was  a  Massachusetts  resident  for  only  the  second  half  of  1990. 

What  Are  the  Advantages  to  Filing  a  Joint  Return?  

Married  taxpayers  who  file  a  joint  return  are  allowed  to  claim  certain  exemptions 
and  deductions  which  married  taxpayers  filing  separate  returns  may  not  claim: 

•  a  deduction  of  one  $600  amount  for  any  dependent  member  of  the  house- 
hold under  the  age  of  12  as  of  December  31,  1990; 

•  No  Tax  Status  if  joint  Massachusetts  Adjusted  Gross  Income  (Mass.  AGI)  on 
Schedule  NTS-L  was  $12,000  or  less; 

•  Limited  Income  Credit  if  joint  Massachusetts  AGI  on  Mass.  Schedule  NTS-L 
is  above  $12,000  and  does  not  exceed  $21,000;  and 

•  exemptions  from  12%  income. 

What  Form  Should  I  File  If  I'm  a  Resident  of  Massachusetts? 

If  you  were  a  resident  of  Massachusetts  and  your  gross  income  from  all  sources 
was  more  than  $8,000  in  tax  year  1990,  you  may  file  either  Form  1  or  Form 
ABC.  If  your  gross  income  was  $8,000  or  less,  it  is  not  necessary  for  you  to  file  a 
return.  If  your  income  was  $8,000  or  less,  you  will  want  to  file  a  return  to  obtain 
a  refund  of  any  Massachusetts  amount  withheld  from  your  pay  by  your  employer. 

Form  ABC  is  a  simpler,  shorter  form  for  taxpayers  with  less  complex  filing  situa- 
tions. Most  taxpayers  who  may  file  a  U.S.  Form  1040A  or  1040EZ  may  file  a 
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Massachusetts  Form  ABC.  You  may  file  Form  ABC  if  you  answer  "Yes"  to  all  of 
the  following: 

Yes  No  you  were  a  Massachusetts  resident  for  all  of  1 990; 

Yes  No  you  are  single  or  married  filing  a  joint  return; 

Yes  No  your  income  after  exemptions  and  deductions  was  $80,000  or  less; 

and 

Yes  No  your  income  only  consisted  of  one  or  more  of  the  following: 

•  wages,  salaries,  tips; 

•  winnings,  prizes  and  awards; 

•  fees,  such  as  jury  duty; 

•  interest  from  savings  deposits  or  accounts  in  banks  or 
similar  organizations  in  Massachusetts; 

•  pensions  and  annuities; 

•  alimony;  or 

•  unemployment  compensation. 

You  may  not  file  Form  ABC,  and  must  file  a  Form  1,  if  you  answer  yes  to  any  of 
the  following: 

Yes_  No_  you  were  a  resident  of  Massachusetts  for  part  of  1990  only; 
Yes  No_  you  are  married  filing  separately; 

Yes  No  your  income  after  deductions  and  exemptions  was  more  than  $80,000; 

Yes  No  you  are  submitting  an  M-2210  payment  with  your  tax  return; 

Yes  No  your  income  consisted  of  any  of  the  following: 

•  income  from  business  or  profession; 

•  rent,  royalty,  partnership,  S  corporation,  trust  or  REMIC  income; 

•  interest  other  than  from  banks  located  in  Mass.; 

•  dividends;  or 

•  capital  gain(s). 

Yes  No  you  or  your  spouse  claim  any  deduction  for  medical  expenses,  alim- 
ony paid,  penalty  for  early  savings  withdrawal  or  employee  business 
expenses; 

Yes  No  you  are  eligible  for  a  credit  for  income  tax  paid  to  other  jurisdictions, 

an  energy  credit,  a  lead  paint  credit,  or  universal  health  care  credit. 

What  Form  Do  I  File  If  I'm  a  Nonresident?  

If  you  were  not  a  resident  of  Massachusetts  but  earned  Massachusetts  source  in- 
come in  excess  of  the  filing  threshold,  you  must  file  Form  1-NR. 

What  Form  Do  I  File  If  I'm  a  Part-year  Resident?  

If  you  moved  into  or  out  of  Massachusetts  during  the  taxable  year,  you  are  a 
part-year  resident  and  must  file  Form  1  if  you  meet  the  $8,000  filing  threshold  for 
the  portion  of  the  year  that  you  were  a  resident.  Part-year  residents  may  not  file 
Form  ABC. 

What  Form  Do  I  File  If  I  Received  Mass.  Source  Income  Before 
Moving  Into  or  After  Moving  Out  of  IVIassachusetts?  

If  you  receive  Mass.  source  income  before  moving  into  or  after  moving  out  of 
Massachusetts,  you  may  be  one  of  a  small  number  of  people  who  have  to  file 
both  Form  1  and  Form  1-NR.  If  your  Massachusetts  gross  income  exceeds 
$8,000  for  the  year,  you  must  file  both  forms.  You  must  use  Form  1  to  cover  the 
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portion  of  the  year  in  which  you  were  a  Massachusetts  resident  and  Fornn  1-NR 
for  the  portion  of  the  year  you  were  a  nonresident  but  had  f^ass.  source  income. 
A  comprehensive  discussion  of  filing  both  Form  1  and  1-NR  begins  on  page  27. 

What  Is  Mass.  Source  Income?  

Mass.  source  income  is  used  to  describe  those  types  of  income  which  are  taxed 
to  a  nonresident.  A  nonresident  is  subject  to  tax  on  items  of  income  derived  from 
or  effectively  connected  with: 

•  any  trade  or  business  carried  on  in  Mass.; 

•  employment  carried  on  in  Mass.; 

•  participation  in  any  lottery  or  wagering  transaction  in  Mass.;  or 

•  ownership  of  any  interest  in  real  or  tangible  personal  property  located  in  Mass. 

Income  which  is  not  taxable  to  residents  is  not  taxable  to  nonresidents.  Exam- 
ples include: 

•  interest  on  debt  obligations  of  the  U.S.  (e.g.,  U.S.  bonds  and  treasury  notes); 

•  State  income  tax  refunds; 

•  amounts  received  as  social  security  payments,  workers  compensation  and 
veterans  benefits. 

A  comprehensive  discussion  of  Massachusetts  source  income  appears  in  Regula- 
tion 830  CMR  62.5A.1. 

Jennifer  lives  in  Connecticut  but  is  a  partner  in  a  partnership  which  operates  and 
manages  an  apartment  complex  in  a  Boston  suburb.  Jennifer  receives  $17,000 
per  year  in  rental  income  from  her  interest  in  the  partnership. 

Jennifer's  partnership  income  from  ownership  of  real  property  in  Massachusetts 
requires  her  to  file  a  Mass.  Form  1-NR. 

Andrew  is  a  resident  of  Arizona  but  earns  income  in  the  form  of  dividends  from 
xamp  e    common  stock  in  a  Massachusetts  corporation.  His  dividend  income  from  this 
stock  is  $10,000  per  year. 

Andrew's  dividends  are  income  from  intangible  property,  not  real  and  tangible 
property.  Therefore,  he  does  not  have  Mass.  source  income  and  need  not  file  a 
Form  1-NR. 

What  Does  Carrying  on  a  Trade,  Business  or  Employment  in 
Massachusetts  Mean?  

The  basic  rule  is  that  a  nonresident  generally  does  not  have  a  trade,  business  or 
employment  carried  on  in  Massachusetts  if  the  nonresident's  presence  for 
business  is  casual,  isolated  and  inconsequential.  If  you  are  a  nonresident,  your 
business  will  be  considered  casual,  isolated  and  inconsequential  if  it  meets  one 
of  the  following  tests: 

•  your  presence  for  business  in  Massachusetts  does  not  exceed  10  days  in  the 
taxable  year  unless  you  earn  more  than  $6,000  of  gross  income  directly  from 
business  or  employment  activities; 

•  your  gross  income  from  presence  for  business  in  Massachusetts  does  not  ex- 
ceed $6,000  in  the  taxable  year;  or 

•  your  presence  for  business  in  Massachusetts  is  ancillary  to  your  primary 
business  or  employment  duties  performed  at  a  base  of  operations  outside 
Massachusetts  as  with  an  occasional  presence  in  Massachusetts  for  manage- 
ment reporting,  planning  or  training,  and  other  similar  activities  which  are 
secondary  to  the  individual's  out-of-state  duties. 
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John,  a  New  Hampshire  plumber,  is  hired  to  work  at  a  building  site  in  Massachu- 
setts. John  spends  three  weeks  working  in  Massachusetts  but  earns  only  $2,400. 
This  is  John's  only  business  contact  with  Massachusetts  during  1990.  John's 
presence  is  considered  to  be  casual,  isolated  and  inconsequential  because  he 
earned  less  than  $6,000. 
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Patty,  a  journalist  from  California,  gives  a  speech  at  a  Massachusetts  college 
for  which  she  is  paid  $15,000.  Patty  is  only  in  Massachusetts  for  one  day.  She  is 
considered  to  be  carrying  on  business  in  Massachusetts  because  she  is  paid 
more  than  $6,000. 

Kathy,  the  regional  manager  of  a  New  England  shoe  manufacturer,  has  an  office 
in  the  company's  headquarters  in  Portland,  Maine.  The  company  maintains  four 
retail  outlets  in  Massachusetts,  and  the  manager  spends  one  week  each  month 
assisting  in  the  management  of  each  of  the  four  stores.  She  is  considered  to  be 
employed  in  Massachusetts. 

How  Do  I  Know  Where  My  Legal  Residence  or  Domicile  Is? 

A  person's  domicile  is  his/her  place  of  legal  residence.  It  is  determined  by  all  the 
facts  and  circumstances  particular  to  his/her  case.  It  is  not  necessarily  defined  as 
where  your  house  or  home  is  located.  In  general,  though,  if  you  have  only  one 
house,  it  is  your  domicile.  However,  if  you  have  more  than  one  house,  your 
domicile  is  determined  by  your  center  of  activity.  You  cannot  choose  to  make 
your  home  in  one  place  for  your  most  important  social  and  work  activities  and  in 
another  for  tax  purposes. 

Your  legal  residence  is  the  place  which,  as  demonstrated  by  all  the  facts  and  cir- 
cumstances, you  consider  to  be  your  home  and  the  place  to  which  you  intend  to 
return  following  an  absence.  If  you  are  domiciled  in  Massachusetts,  you  remain  a 
Massachusetts  resident  regardless  of  any  temporary  or  protracted  absence,  unless 
you  have  established  a  new  home  in  another  state  and  intend  to  remain  there. 

Your  legal  residence  is  the  place  where  you  maintain  your  most  important  family, 
social,  economic,  political  and  religious  activities.  Among  other  factors,  the  follow- 
ing demonstrate  your  center  of  activity: 

•  your  place  of  employment; 

•  the  amount  of  time  you  spend  in  each  state; 

•  the  types  of  activities  conducted  in  each  state; 

•  the  relative  importance  of  those  activities; 

•  where  you  own  real  and/or  personal  property; 

•  where  your  car  is  registered;  and 

•  where  you  registered  to  vote. 

None  of  these  factors  alone  determines  domicile.  Once  again,  domicile  is  deter- 
mined by  all  the  facts  circumstances  connected  with  your  situation. 

Joe  decided  to  move  from  Pennsylvania  to  Massachusetts  in  June.  He  quit  his 
job  in  Pittsburgh  and  moved  to  Boston  intending  to  stay.  Shortly  thereafter,  he 
got  a  job,  bought  a  house  and  joined  the  local  YMCA.  Although  Joe  has  moved 
to  Massachusetts,  he  still  has  family  ties  in  Pennsylvania. 

When  Joe  decided  to  move  to  Massachusetts,  he  intended  to  stay.  In  addition, 
he  owns  property  here,  has  a  new  job  in  the  state  and  has  made  an  effort  to  join 
local  clubs.  Joe  is,  therefore,  a  resident  of  Massachusetts. 

Carol  and  Edward  own  one  home  in  Massachusetts  and  another  in  Watch  Hill, 
Rhode  Island.  The  first  is  their  primary  residence  while  the  second  is  a  summer 
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cottage.  For  three  months  each  year  Carol  and  Edward  vacation  and  live  in 
Watch  Hill.  Both  Carol  and  Edward  work  in  Massachusetts  as  teachers  during  the 
other  nine  months.  They  do  not  earn  income  while  in  Rhode  Island. 

An  extended  vacation  outside  the  state  has  no  bearing  on  Carol  and  Edward's 
Massachusetts  residency  because  they  intend  to  return  to  the  State.  A  person 
remains  a  Massachusetts  resident  regardless  of  any  temporary  or  protracted 
absence. 


What  About  Military  Personnel?  

In  general,  military  personnel  and  their  spouses  are  legal  residents  of  the  state  in 
which  they  live  when  they  enlist.  They  do  not  acquire  domicile  at  their  duty  posts 
unless  they  show  that  they  have  established  a  new  domicile  at  the  duty  station. 
Nonresident  military  personnel  may  be  subject  to  Massachusetts  taxes  if  they 
earn  income  from  other  than  military  sources. 

The  following  examples  illustrate  the  circumstances  under  which  military  pay  is 
taxable  in  Massachusetts.  No  guidance  is  intended  on  the  tax  status  of  such  pay 
under  the  laws  of  other  states.  Often,  when  income  is  taxable  in  two  jurisdictions, 
a  credit  for  taxes  paid  to  the  other  is  allowed  on  the  taxpayer's  return  in  the  state 
of  his/her  residence. 


Bruno  and  Jennifer  are  residents  of  Georgia.  Bruno  enlisted  in  the  Army  in 
Georgia,  but  was  stationed  in  Massachusetts  and  moved  here  with  his  wife,  Jen- 
nifer. He  earned  $30,000  in  military  pay.  Bruno  and  Jennifer  had  no  other  income. 

Military  personnel  and  their  spouses  are  residents  of  the  state  in  which  they 
resided  when  they  enlisted.  Since  Bruno  enlisted  in  Georgia,  he  and  his  wife  are 
considered  residents  of  that  state.  They  are  not  residents  of  Massachusetts  and 
are  not  required  to  file  a  Massachusetts  resident  return. 

Note:  While  the  military  income  of  nonresident  military  personnel  is  not  subject 
to  Massachusetts  taxation,  any  other  income  nonresident  members  of  the  military 
or  their  spouses  earn  from  Massachusetts  sources  is  subject  to  Massachusetts 
income  tax. 


Linda  enlisted  in  the  Navy  in  Massachusetts,  but  moved  with  her  husband  Mike 
to  Delaware  when  she  was  stationed  there.  They  did  not  change  their  domicile  to 
Delaware.  She  received  military  income  while  her  husband  received  income  work- 
ing as  a  reporter  for  a  local  newspaper. 

Linda's  income  from  the  Navy,  as  well  as  her  husband's  income  from  the  news- 
paper, are  both  subject  to  Massachusetts  income  tax  since  she  enlisted  in  the 
Navy  in  Massachusetts  and  they  are  not  residents  of  Delaware.  Linda  and  her 
husband  are,  therefore,  Massachusetts  residents,  and  any  income  they  receive, 
whether  derived  in  Massachusetts  or  not,  is  included  in  their  Massachusetts 
gross  income. 

For  further  information  regarding  the  filing  requirements  of  military  personnel, 
refer  to  DOR  Directives  86-10,  86-11,  and  86-12. 


Are  There  Any  Special  Rules  for  Students?  

No.  The  guidelines  outlined  in  the  section  entitled  "How  Do  I  Know  Where  My 
Legal  Residence  or  Domicile  Is?"  are  also  applicable  to  students  —  both  those 
from  Massachusetts  who  attend  out-of-state  schools  and  those  from  out-of-state 
who  attend  Massachusetts  schools. 


Suejung  is  a  student  at  the  University  of  Massachusetts  and  rents  an  apartment 
in  Amherst.  She  is  originally  from  Oklahoma,  but  intends  to  start  a  computer  soft- 
ware company  after  she  graduates.  While  in  school,  Suejung  writes  computer 
programs  for  local  businesses.  Suejung  has  begun  voting  in  Massachusetts,  has 
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registered  her  car  here  and  has  obtained  a  Massachusetts  drivers  license. 
Suejung  has  also  joined  a  local  church. 

Suejung  intends  to  stay  in  Massachusetts  and  establish  a  business  here.  There- 
fore, if  her  gross  income  exceeds  $8,000,  she  must  file  a  Massachusetts  resident 
income  tax  return. 


Myles  was  born  and  raised  in  Massachusetts  but  enrolled  in  the  University  of 
California.  Myles  earns  money  working  for  the  school. 

Myles  continues  to  be  a  Massachusetts  resident  because  he  has  not  made  any 
decision  whether  or  not  to  return  to  Massachusetts  when  he  graduates. 
Remember,  all  income  earned  by  Massachusetts  residents  is  taxable,  whether 
earned  inside  or  outside  the  State.  Therefore,  if  Myles  earns  more  than  $8,000 
gross  income,  he  must  file  a  Massachusetts  resident  income  tax  return. 
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Part-year  Resident  and  Nonresident 
Adjustments  to  Income,  Deductions 
and  Exemptions 


Am  I  a  Part-year  Resident  or  Nonresident  for  IVIassachusetts 
Tax  Purposes?  

If  you  abandoned  or  established  residence  in  Massachusetts  during  the  taxable 
year,  you  are  a  Part-year  Resident.  In  this  case,  you  nnust  reduce  certain  in- 
conne,  deductions  and  exemptions  based  on  the  number  of  days  you  were  a 
resident  or  on  the  amount  of  income  that  is  subject  to  tax.  Explanations  of  the 
adjustments  which  part-year  residents  must  make  are  explained  below. 

If  you  were  not  a  resident  of  Massachusetts  but  earned  Massachusetts  income 
(e.g.  from  a  job  in  Massachusetts),  you  are  considered  a  Nonresident  and  you 
must  report  such  income  by  filing  a  Nonresident  Income  Tax  Return,  Massachu- 
setts Form  1-NR.  A  discussion  of  how  to  determine  your  residency  status  begins 
on  page  19.  Nonresidents  must  make  certain  modifications  to  their  income,  ex- 
emptions and  deductions  to  reflect  the  fact  that  they  are  taxed  only  on  their 
Mass.  source  income.  Explanations  of  the  adjustments  which  nonresidents  must 
make  are  explained  below. 

A  limited  number  of  people  are  both  part-year  residents  and  nonresidents  deriv- 
ing income  from  Massachusetts  sources  and  are  required  to  file  both  Form  1  and 
Form  1-NR.  A  discussion  of  the  special  adjustments  that  such  taxpayers  must 
make  begins  on  page  27. 

What  Adjustments  Must  I  Make  as  a  Part-year  Resident?  

If  you  are  a  part-year  resident,  you  must  make  adjustments  to  income  amounts, 
deductions  and  exemptions.  These  adjustments  are  needed  to  account  for  the 
part  of  the  year  when  you  were  not  a  Massachusetts  resident. 

What  Are  the  Adjustments  for  Income  Amounts  for  Part-year 
Residents?  

In  general,  if  you  earned  only  a  portion  of  the  income  you  reported  on  your  U.S. 
return  while  you  were  a  resident  of  Massachusetts,  you  must  subtract  from  your 
U.S.  income  the  amount  earned  and  received  while  you  were  legally  domiciled  in 
another  state  or  country. 

Ned  lived  and  worked  in  Louisiana  for  the  first  five  months  of  the  taxable  year. 
On  June  1 ,  Ned's  company  transferred  him  to  Massachusetts  where  he  worked 
and  established  residency  for  the  rest  of  the  year.  Ned  is  a  part-year  resident  for 
Massachusetts  tax  purposes  for  the  period  starting  June  1  and  must  file  a  resi- 
dent income  tax  return.  Although  Massachusetts  residents  are  usually  taxed  on 
their  gross  income  for  the  year,  Ned  may  subtract  from  his  U.S.  wages  the 
amount  earned  and  received  while  a  resident  of  Louisiana.  In  addition,  if  he 
received  other  types  of  income  such  as  interest  or  dividends  while  a  resident  of 
Louisiana,  for  Massachusetts  tax  purposes,  he  may  adjust  his  interest  and  divi- 
dend income  totals  for  the  year  to  include  only  the  amounts  he  received  after  be- 
coming a  resident  of  Massachusetts. 

What  If  I  Had  Income  from  Massachusetts  Sources  Before 
Becoming  a  Massachusetts  Resident?  

If  you  earn  income  from  Massachusetts  sources  while  a  nonresident,  you  may  be 
required  to  file  a  Massachusetts  nonresident  return  for  the  period  you  were  a 
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nonresident,  in  addition  to  the  resident  return  you  must  file  for  the  period  you 
were  a  resident.  Income  is  from  Massachusetts  sources  if  it  is  derived  from  or 
effectively  connected  with  a  trade  or  business  carried  on  in  Massachusetts,  em- 
ployment carried  on  in  Massachusetts,  participation  in  any  lottery  or  wagering 
transaction  in  Massachusetts,  or  ownership  of  any  interest  in  real  or  tangible 
personal  property  located  in  Massachusetts. 

Melissa  and  Bob  lived  and  worked  in  Georgia  until  May  of  the  taxable  year.  They 
also  owned  a  vacation  home  on  Cape  Cod  from  which  they  received  rental  in- 
come on  a  year-round  basis.  In  May,  they  accepted  jobs  in  Massachusetts  and 
moved  here.  They  earned  $10,000  in  rental  income  from  the  Cape  Cod  home 
while  they  were  nonresidents.  Melissa  and  Bob  are  part-year  residents  for  Mass- 
achusetts tax  purposes  after  May  and  must  file  Form  1 .  However,  since  they  had 
Income  from  Massachusetts  sources  (e.g.  from  rental  property  in  Massachusetts) 
while  they  were  nonresidents,  they  must  also  file  as  Massachusetts  nonresidents 
and  include  the  rental  income  on  their  nonresident  return. 
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How  Do  Part-year  Residents  Adjust  Deductions?  

As  a  part-year  resident,  you  must  adjust  deductions  to  account  for  the  part  of  the 
year  that  you  did  not  live  in  Massachusetts.  The  following  deductions  are  based 
on  the  actual  expenses  which  were  paid  while  you  were  a  Massachusetts 
resident: 

•  amounts  paid  to  Social  Security  and  Medicare  (PICA),  Railroad,  U.S.  or 
Massachusetts  retirement  systems; 

•  employment-related  expenses  to  care  for  children  under  age  15,  disabled 
dependents  or  a  disabled  spouse; 

•  one-half  of  rent  paid  for  a  principal  residence  located  in  Massachusetts,  up  to 
$2,500; 

•  employee  business  expenses; 

•  penalty  for  early  withdrawal  of  savings;  and 

•  alimony  paid. 

For  part  of  the  year,  Sally  lived  in  Massachusetts  and  earned  $10,000.  In  March, 
she  became  a  Connecticut  resident  where  she  earned  $20,000.  As  a  Massachu- 
setts part-year  resident,  Sally  may  only  deduct  that  FICA  amount  paid  from  the 
$10,000  earned  in  Massachusetts. 

James,  a  Massachusetts  resident,  was  divorced  in  August  1990  and  became  a 
Maryland  resident  at  the  end  of  the  month.  In  September,  he  began  making  ali- 
mony payments  to  his  ex-wife.  None  of  these  payments  are  deductible  on  his 
Massachusetts  part-year  resident  return. 

The  one  Mass.  deduction  which  is  not  based  on  actual  expenses  paid  is  the 
$600  deduction  for  one  or  more  dependent  members  of  the  household  under  age 
12.  This  deduction  is  prorated  by  the  number  of  days  you  were  a  Mass.  resident. 

Mary  and  Steven  have  two  children,  ages  2  and  5.  In  1990,  they  were  Massachu- 
setts residents  until  July  31  when  they  moved  to  New  York  and  established  resi- 
dency. On  their  Massachusetts  return  they  may  claim  a  deduction  for  a  depend- 
ent under  age  12.  Since  Mary  and  Steven  lived  in  Massachusetts  for  213  days, 
their  calculation  would  look  like  this: 


213 
365 


X    $600    =  $350 


How  Do  Part-year  Residents  Adjust  Exemptions?  

If  you  were  a  part-year  resident,  you  must  prorate  the  exemptions  for  which  you 
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qualify  based  on  the  number  of  days  you  lived  in  Massachusetts.  Each  Mass- 
achusetts taxpayer  is  entitled  to  a  personal  exemption  of  $2,200.  In  addition, 
other  exemptions  are  available  for  those  who  qualify.  These  exemptions  are  for: 

•  blindness  ($2,200); 

•  attaining  the  age  of  65  or  over  before  the  end  of  the  taxable  year  ($700); 

•  dependents  ($1,000); 

•  qualified  medical  and  dental  expenses;  and 

•  qualified  adoption  fees. 

Aletia  and  her  son  became  Massachusetts  residents  on  May  10,  1990.  On  her 
income  tax  return,  she  may  claim  a  personal  exemption  and  a  dependent  exemp- 
tion. She  must  prorate  her  exemptions  of  $3,200  (a  $2,200  personal  exemption 
plus  a  $1,000  dependent  exemption)  based  on  the  number  of  days  she  lived  in 
Massachusetts.  Since  Aletia  lived  in  Massachusetts  for  235  days,  her  calculation 
would  look  like  this: 

235 

  X   $3,200    =  $2,060 

365 


Are  the  Adjustments  the  Same  for  Nonresidents  as  for 
Part-year  Residents?   

No.  In  computing  their  Massachusetts  taxable  income,  nonresidents  must  make 
adjustments  to  income  amounts,  deductions  and  exemptions.  The  adjustments 
are  necessary  because  nonresidents  are  only  taxed  on  Massachusetts  source 
income. 


What  Are  the  Adjustments  for  Income  Amounts  for 
Nonresidents?   

Income  received  by  nonresidents  is  taxed  only  when  it  is  from  Mass.  sources.  In- 
come is  from  Massachusetts  sources  if  it  falls  into  one  of  the  following  four  cate- 
gories: 1)  income  derived  from  or  effectively  connected  with  a  trade  or  business 
carried  on  in  Massachusetts;  2)  income  from  employment  carried  on  in  Massachu- 
setts; 3)  income  from  participation  in  any  lottery  or  wagering  transaction  in  Mass- 
achusetts; or  4)  income  from  ownership  of  any  interest  in  real  or  tangible  personal 
property  located  in  Massachusetts.  As  a  nonresident,  you  may  subtract  from  your 
U.S.  income  any  income  which  does  not  fall  into  one  of  these  four  categories. 

Ann  works  in  Massachusetts  and  lives  in  New  Hampshire.  Her  income  includes 
her  wages  earned  in  Massachusetts  and  $800  of  interest  income  —  $400  of  this 
interest  income  is  received  from  a  personal  savings  account  in  a  Massachusetts 
bank,  and  $400  is  received  from  deposits  in  a  New  Hampshire  bank.  On  her 
Massachusetts  return,  Ann  need  only  report  her  wages;  she  does  not  report  any 
of  the  $800  of  interest  income  on  her  Massachusetts  return,  because  it  is  not 
Massachusetts  source  income. 


How  Do  Nonresidents  Adjust  Deductions  and  Exemptions? 

Since  nonresidents  are  only  taxed  on  income  from  Massachusetts  sources,  the 
deductions  and  exemptions  allowed  to  them  are  limited  to  the  amounts  related  to 
or  proportionate  to  their  Mass.  source  income.  Certain  deductions  may  only  be 
claimed  if  they  are  directly  related  to  Massachusetts  source  income.  These 
deductions  are: 

•  amounts  paid  to  Social  Security  and  Medicare  (PICA),  Railroad,  U.S.  or 
Massachusetts  retirement  systems; 

•  employee  business  expenses;  and 
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•  penalty  for  early  withdrawal  of  savings  related  to  interest  reported  to  Mass- 
achusetts. 
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Jill  and  Ted  are  residents  of  Connecticut.  During  1990,  Jill  worked  in  Connecticut, 
but  Ted  worl<ed  in  Massachusetts.  In  June,  he  took  a  job  in  Connecticut  to  be 
closer  to  home.  Jill  made  PICA  contributions  of  $3,000.  Ted  contributed  $2,500, 
$1,000  of  which  was  paid  when  Ted  worked  in  Massachusetts.  On  their  nonresi- 
dent return,  Jill  and  Ted  may  deduct  $1,000  for  Ted's  PICA  contribution  relating 
to  his  Massachusetts  employment.  They  may  not  deduct  any  PICA  amounts 
relating  to  Jill  or  Ted's  Connecticut  employment. 

Other  Massachusetts  deductions  and  all  exemptions  must  be  prorated  based  on 
the  ratio  of  your  Massachusetts  source  income  to  the  income  that  would  have 
been  taxed  to  you  had  you  been  a  Massachusetts  resident  for  the  taxable  year. 
This  is  called  the  deduction  and  exemption  ratio. 

How  Do  I  Calculate  Total  Income  for  the  Deduction  and 
Exemption  Ratio?  

The  deduction  and  exemption  ratio  is  your  total  5.95%  and  12%  Massachusetts 
source  income  divided  by  the  total  income  you  would  have  reported  had  you 
been  a  Massachusetts  resident. 

Differences  between  Massachusetts  and  federal  tax  laws  often  make  the  latter 
amount  different  from  the  total  income  you  report  on  your  federal  return.  See  the 
gross  income  discussion  on  page  8.  To  arrive  at  the  amount  of  income  you 
would  have  reported  had  you  been  a  resident,  the  following  types  of  income  in- 
cluded in  your  U.S.  total  income  but  not  taxable  in  Massachusetts  should  be 
subtracted  from  the  U.S.  total: 

•  any  portion  of  Social  Security  and  Tier  I  Railroad  Retirement  benefits  federally 
taxable; 

•  pensions  from  contributory  retirement  plans  of  the  U.S.,  Massachusetts  and 
other  states  which  do  not  tax  such  income  from  Massachusetts; 

•  U.S.  bond  interest; 

•  State  tax  refunds;  and 

•  portion  of  Keogh  distributions  allocable  to  original  contributions. 

Income  from  long-term  capital  gains  must  be  adjusted  to  reflect  the  fact  that 
Massachusetts  has  a  50%  deduction  for  long-term  capital  gains.  Income  from  the 
following  categories  which  is  not  included  in  U.S.  income  must  be  added  back 
to  calculate  the  total  income  that  would  be  reported  as  Massachusetts  income 
had  you  been  a  Massachusetts  resident: 

•  bond  interest  from  other  states; 

•  up  to  $70,000  in  foreign-earned  income; 

•  voluntary  contributions  to  annuity  plans  established  under  Sec.  403(b)  of  the 
Internal  Revenue  Code; 

•  contributions  to  a  pension  plan  by  Mass.  State  or  local  employees;  and 

•  net  operating  loss  carryforward. 

Nonresidents  Jane  and  Bernie  have  Massachusetts  income  from  the  following 
sources:  Jane  had  Massachusetts  wages  of  $25,000,  and  Bernie  had  Massachu- 
setts director's  fees  of  $600  and  Massachusetts  lottery  winnings  of  $500.  Neither 
Jane  nor  Bernie  had  interest  from  Massachusetts  banks  or  other  interest,  divi- 
dends or  capital  gains.  Jane  and  Bernie  have  non-Massachusetts  income  from 
the  following  sources:  Bernie  had  non-Massachusetts  wages  of  $30,000,  and 
together,  Jane  and  Bernie  had  $700  of  dividend  income  and  $1,000  in  U.S.  bond 
interest.  Jane  and  Bernie  have  $57,800  in  U.S.  income,  but  only  $56,800  in  in- 
come that  would  have  been  taxed  to  them  as  Massachusetts  residents.  The  dif- 
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ference  occurs  because  Jane  and  Bernie  did  not  have  to  report  their  U.S.  bond 
interest  in  connputing  the  ratio  for  prorating  deductions  and  exemptions  since  that 
income  is  not  taxable  in  Massachusetts. 

Once  you  have  calculated  your  deduction  and  exemption  ratio,  divide  the 
numerator  by  the  denominator  and  carry  this  division  out  to  four  decimal  places. 
This  ratio  represents  the  relationship  of  your  Massachusetts  source  income  to 
your  total  income.  You  must  use  it  to  prorate  all  your  exemptions  and  the  follow- 
ing deductions: 

•  dependent  member  of  household  under  age  12  on  December  31,  1990; 

•  child  under  age  15,  disabled  dependent/spouse  care  expenses;  and 

•  alimony  paid. 

Holly,  a  resident  of  Rhode  Island  who  works  in  Massachusetts,  has  employment- 
related  daycare  expenses  of  $4,000  which  qualify  for  the  federal  childcare  credit. 
Her  total  Massachusetts  source  5.95%  and  12%  income  is  $35,000.  She  also  has 
$800  of  interest  income  which  would  have  been  taxed  if  she  was  a  Massachusetts 
resident.  Her  deduction  and  exemption  ratio  is  $35,000  divided  by  $35,800,  or 
.9777.  Her  allowable  childcare  deduction  is  .9777  x  $4,000,  or  $3,910.80. 


Nonresident  Total  Income  Worksheet 

1.    U.S.  total  income  (from  Form  1040,  line  23; 

Form  1040A,  line  14  or  Form  1040EZ,  line  3)    

2a.  Any  portion  of  Social  Security  and  Tier  1  Railroad 

retirement  benefits  federally  taxable    

2b.  Pensions  from  contributory  retirement  plans  of  the 
U.S.,  Massachusetts  and  other  states  which  do  not 
tax  such  income  from  Massachusetts    

2c.  U.S.  bond  interest    

2d.  State  tax  refunds    

2e.  Portion  of  Keogh  distributions  allocable  to  original 

contributions    

2f.  50%  of  U.S.  long-term  capital  gains    

3 .  Add  Items  2a  through  2f    

4 .  Subtract  Item  3  from  Item  1    

5a.  Bond  interest  from  other  states    

5b.  Income  earned  in  a  foreign  country  excluded  under 

Section  91 1  of  the  Code    

5c.  Voluntary  contributions  to  annuity  plans  established 

under  Sec.  403(b)  of  the  Internal  Revenue  Code.  .  .   

5d.  Contributions  to  a  pension  plan  by  Massachusetts 

State  or  local  employees    

5e.  Net  operating  loss  carryforward     

6 .  Add  Items  5a  through  5e    

7 .  Add  Items  4  and  6    

Item  7  is  your  total  income  for  purposes  of  calculating  your  deduction  and 
exemption  ratio.  This  amount  should  be  entered  on  Form  1-NR,  Item  15f. 
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Filing  as  a  Part-year  Resident  Wiien 
Still  Earning  Income  in  Massachusetts 


How  Do  I  File  If  I  Move  Out-of-State  But  Continue  to  Work  in 
Massachusetts?  

Generally,  you  must  file  Form  1  and  Form  1-NR  if  you  were  a  Massachusetts 
resident  for  a  portion  of  the  same  year  that  you  were  a  nonresident,  and  your 
Massachusetts  gross  income  exceeded  $8,000  for  the  year.  This  frequently  hap- 
pens if  you  moved  to  or  from  Massachusetts  and  received  Mass.  source  income 
after  leaving  or  before  moving  to  the  state.  If  you  file  both  forms,  you  must  make 
certain  modifications  to  your  income,  deductions  and  exemptions. 

Marissa  is  a  resident  of  Massachusetts  at  the  beginning  of  the  year.  During  the 
period  of  her  residence,  she  receives  $5,000  in  wage  income.  Marissa  then 
moves  to  a  neighboring  state  and  establishes  residency,  but  continues  to  work  in 
Massachusetts.  After  leaving  the  State,  Marissa  receives  an  additional  $15,000  of 
Massachusetts  source  wage  income.  Marissa  must  file  Form  1  and  Form  1-NR 
because  her  Massachusetts  gross  income  for  the  year  is  more  than  $8,000. 


Example 


Can  Married  Taxpayers  File  Both  Form  1  and  Form  1-NR  Jointly? 

Married  taxpayers  may  usually  file  Forms  1  and  1-NR  jointly.  When  you  are  re- 
quired to  file  both  Form  1  and  1-NR,  you  must  have  the  same  resident  and 
nonresident  tax  years  to  do  so.  In  other  words,  you  are  not  allowed  to  file  both 
forms  jointly  unless  each  spouse  is  reporting  income  for  the  same  resident  and 
nonresident  periods. 

Karl  and  Susan  live  in  Rhode  Island  and  work  in  Massachusetts.  They  move  to 
Massachusetts  on  July  1,  1990  and  establish  residency.  Since  they  were  both 
nonresidents  with  Mass.  source  income  from  January  1  to  June  30  and  residents 
from  July  1  to  the  end  of  the  year,  they  may  file  Forms  1  and  1-NR  jointly. 


_  Mark,  a  Connecticut  resident,  and  Kim,  a  Massachusetts  resident,  both  work  in 

*^      Massachusetts.  Mark  and  Kim  were  married  in  July.  After  they  were  married, 
Mark  moved  to  Massachusetts  to  live  with  Kim  and  establish  residency.  Mark 
must  file  a  Form  1-NR,  married  taxpayer  filing  separately,  for  the  period  before 
he  moved  to  Massachusetts.  He  must  also  file  a  Form  1,  married  filing  sep- 
arately, for  the  period  after  he  moved  to  Massachusetts.  Kim  must  file  a  Form  1, 
married  filing  separately,  for  the  entire  year.  They  may  not  file  a  Form  1  jointly 
because  Mark's  resident  tax  year  is  only  the  period  after  he  moved  to 
Massachusetts,  while  Kim  was  a  resident  for  the  whole  tax  year. 


What  Adjustments  to  Income  Must  I  Make  When  Filing  Both 
Form  1  and  Form  1-NR?  

When  filing  both  Form  1  and  1-NR,  you  should  pay  special  attention  to  the 
following  items. 

Take  care  not  to  report  the  same  income  on  both  returns. 

Cheryl  moved  from  Vermont  to  Massachusetts  on  July  1,  1990.  She 
worked  in  Massachusetts  for  the  entire  year  and  also  had  a  part-time  job  in  Ver- 
mont. She  earned  the  following  amounts  from  her  two  jobs: 
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Mass.  job 
Vermont  job 


Jan.  1  -  June  30 

$14,000 
$  6.300 


July  1  •  Dec.  31 

$14,000 
$  7,000 
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Cheryl  reports  the  $14,000  earned  from  Massachusetts  sources  on  Form  1-NR, 
Item  3,  covering  the  first  six  months  of  1990.  On  her  Form  1  for  the  second  half 
of  the  year,  she  reports  her  wages  from  both  Massachusetts  and  Vermont, 
$21,000,  in  Item  2. 

Remember  that  while  you  are  a  resident,  income  from  all  sources  is  subject 
to  Massachusetts  taxes.  See  the  discussion  of  Massachusetts  gross  income 
on  page  8. 

Lisa  is  a  Massachusetts  resident  who  works  in  Rhode  Island  and  owns  rental 
property  in  Massachusetts  and  Rhode  Island.  Lisa  moves  to  Rhode  Island  in 
August  and  establishes  residency.  Lisa's  income  for  the  year  is: 


Rhode  Island  job 
Mass.  rental  income 
R.I.  rental  income 


Jan.  1  -  Aug. 

$17,000 
$12,000 
$  6,000 


15     Aug.  16  -  Dec.  31 

$13,000 
$  8,000 
$  4,000 


Lisa  reports  her  wages  of  $17,000  and  all  of  her  rental  income  on  the  Form  1 
that  she  files  for  January  1  -  August  15.  She  reports  only  the  $8,000  in 
Massachusetts  rental  income  for  the  period  for  which  she  files  a  Form  1-NR. 

Income  which  is  not  taxable  to  residents  is  not  taxable  to  nonresidents.  See 
the  discussion  of  Massachusetts  taxable  income  on  page  11. 

Colleen  lives  in  New  York  and  works  in  Massachusetts.  Colleen  has  wage  income 
from  Massachusetts  sources  and  income  from  U.S.  savings  bonds.  She  moves  to 
Massachusetts  in  May  and  establishes  residency.  Colleen  does  not  report  her 
U.S.  savings  bond  interest  on  Form  1  or  1-NR  because  U.S.  savings  bond  in- 
terest is  not  taxable  in  Massachusetts. 


Example 


What  Adjustments  to  Deductions  Must 
Form  1  and  Form  1-NR? 


Make  When  Filing  Both 


If  filing  both  Form  1  and  Form  1-NR,  you  must  reconcile  the  deduction  amounts 
claimed  on  each  form  for  the  following  types  of  deductions: 

•  Child  under  Age  15,  Disabled  Dependent/Spouse  Care  Expenses  (Form  1, 
Item  16;  Form  1-NR,  Item  18) 

•  Dependent  member  of  Household  under  Age  12  at  Year  End  (Form  1,  Item 
17;  Form  1-NR,  Item  19) 

•  Alimony  Paid  (Form  1,  Item  21;  Form  1-NR,  Item  21) 

Bob  and  Betty  lived  in  Connecticut  for  the  first  three  months  of  1990  before 
moving  to  Massachusetts.  Bob  worked  in  Connecticut  and  Betty  worked  in 
Massachusetts.  Betty  earned  $13,050  (Mass.  source  income)  before  moving,  and 
their  total  income  before  moving  was  $28,400.  They  have  one  child,  age  2.  When 
completing  their  Form  1,  they  claim  the  "Dependent  Member  of  Household  under 
Age  12  at  Year  End"  deduction  in  Item  17.  They  calculate  their  deduction  using 
the  following  formula: 


Days  in  Mass. 
365 

274  (9  months) 
365 


Amount  of 
deduction 


$600 


Part-year 

deduction  allowed 


=  $450 
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To  calculate  the  allowable  deduction  for  a  "Dependent  Member  of  Household 
under  Age  12  at  Year  End"  on  Form  1-NR,  Item  19,  Bob  and  Betty  followed 
these  steps:  First,  they  subtracted  the  amount  claimed  on  Form  1  from  the  total 
deduction  amount. 

$600     -     $450     =  $150 

Second,  nonresident  taxpayers  prorate  certain  deductions  based  on  their  ratio  of 
Mass.  source  income  to  total  income.  Therefore,  Bob  and  Betty  divided  the  Mass. 
source  income  received  while  nonresidents  by  the  total  income  they  received 
while  they  were  nonresidents. 

~ — '-          =  .4595  (deduction  and  exemption  ratio) 

$28,400 

Third,  they  multiplied  the  result  in  step  1  by  the  deduction  and  exemption  ratio. 

$150     X     .4595     =  $68.93 

All  other  deductions  must  be  directly  related  to  Massachusetts  income  reported 
on  the  form.  (In  the  case  of  rent  paid,  it  must  be  on  a  principal  residence  located 
in  Massachusetts.)  Those  deductions  are: 

•  Amount  Paid  to  Social  Security  and  Medicare  (FICA),  Railroad,  U.S.,  Mass- 
achusetts Retirement  Systems  (Form  1,  Items  14  and  15;  Form  1-NR,  Items 
16  and  17) 

•  Allowable  Employee  Business  Expenses  (Form  1,  Item  19;  Form  1-NR, 
Item  20) 

•  Rental  Deduction  (Form  1,  Item  18;  Form  1-NR,  Item  22) 

•  Penalty  on  Early  Savings  Withdrawal  (Form  1,  Item  20;  Form  1-NR,  Item  23) 

Emily  and  Alan  lived  in  Massachusetts  for  the  first  six  months  of  1990  and  in 
Connecticut  for  the  last  six  months  of  1990.  Alan  worked  in  Massachusetts  for 
the  whole  year  and  Emily  worked  in  Connecticut  for  the  whole  year.  Alan  and 
Emily's  contributions  to  Social  Security  are  as  follows: 

Jan.  1  -  June  30     July  1  -  Dec.  31  Total 

Alan's  contributions       $1,025  $1,025  $2,050 

Emily's  contributions      $1,050  $1,250  $2,300 

Alan  claims  $1,025  as  his  social  security  deduction  on  the  Form  1  filed  for  the 
first  half  of  the  year  and  Emily  claims  $1,050.  On  the  Form  1-NR  filed  for  the  se- 
cond half  of  the  year,  Alan  claims  a  $975  social  security  deduction  directly  re- 
lated to  Mass.  source  income.  Emily  does  not  claim  a  social  security  deduction 
on  Form  1-NR  because  she  did  not  have  Mass.  source  income.  Alan  only  claims 
$975  ($2,000  -  $1 ,025  =  $975)  because  the  maximum  allowable  deduction  for 
both  forms  for  the  year  is  $2,000. 

What  Adjustments  to  Exemptions  Must  I  Make  When  Filing  Both 
Form  1  and  Form  1-NR?  

You  must  reduce  your  total  exemptions  claimed  on  Form  1-NR  by  the  amount  of 
any  exemptions  you  claimed  on  Form  1.  Subtract  the  amount  on  Form  1,  Item 
32,  from  the  total  of  Form  1-NR,  Items  26  through  31.  Then  multiply  the  dif- 
ference by  Form  1-NR,  Item  15g,  and  enter  the  result  on  Form  1-NR,  Item  32. 

Tommy  and  Rita  lived  in  Massachusetts  for  the  first  six  months  of  1990  and  in 
New  Hampshire  for  the  remaining  six  months.  Tommy  worked  in  Massachusetts; 
Rita  worked  in  Rhode  Island  for  the  entire  year.  They  calculated  a  deduction  and 
exemption  ratio  of  .4415  in  Item  15g.  They  have  two  dependents.  The  deductions 
Tommy  and  Rita  calculate  before  modification  are  $6,400  ($4,400  for  married  tax- 
payers filing  jointly  and  $1,000  for  each  of  their  dependent  children).  They  calcu- 
lated exemptions  of  $3,173  on  Form  1,  Items  25  through  31. 
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1.  Add  Form  1-NR,  Items  26  through  31  $6,400 

2.  Amount  from  Form  1,  Item  32  -  3,173 

3.  Subtotal  _  3,227 

4.  Ratio  from  Form  1-NR,  item  15g  y  .4415 

5.  Total  f^ass.  exemptions  (for  Form  1-NR)  $T424  72 


If  I  Might  Qualify  for  No  Tax  Status,  Which  Form  Should  I  Use? 

You  should  complete  Schedule  NTS-L  in  the  form  that  reflects  your  current 
residency  status.  See  the  section  on  No  Tax  Status  and  the  Limited  Income 
Credit  beginning  on  page  31. 

What  Should  I  Do  After  Completing  Both  Forms?  

If  you  owe  a  payment  on  each  form,  send  one  check  for  the  total  amount  of  both 
payments.  Please  do  not  write  two  separate  checks.  If  you  owe  a  payment  on 
one  form  and  are  entitled  to  a  refund  on  the  other,  combine  these  amounts  to 
equal  one  net  amount  —  either  a  payment  or  a  refund.  Write  the  net  amount  on 
the  form  reflecting  your  current  residency  status  beneath  Item  58  on  Form  1-NR 
or  Item  59  on  Form  1 . 

When  you  have  completed  filling  out  both  Form  1  and  1-NR,  check  the  box  at 
the  beginning  of  each  form,  place  the  form  on  top  that  reflects  your  current 
residency  status,  staple  the  forms  together  and  send  them  to  f\/lassachusetts 
Department  of  Revenue,  P.O.  Box  7055,  Boston,  MA  02204. 

Sarah,  who  is  currently  a  Massachusetts  resident,  calculated  that  she  is 
entitled  to  a  refund  of  $27  on  her  Form  1  and  owes  a  payment  of  $64  on  Form 
1-NR.  She  subtracts  the  $27  refund  from  the  $64  payment  amount  and  sends  a 
check  for  $37  with  her  two  forms.  Since  Sarah  is  now  a  Massachusetts  resident, 
she  writes  the  following  underneath  Item  59  on  Form  1:  "Form  1-NR  —  $64  pay- 
ment; Form  1  —  $27  refund;  Check  enclosed  —  $37." 
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No  Tax  Status  and  the  Limited 
Income  Credit 


What  Is  No  Tax  Status?  

No  Tax  Status  is  the  income  amount  below  which  no  Massachusetts  income  tax 
is  due. 

Who  Is  Eligible  for  No  Tax  Status?  

You  are  eligible  for  No  Tax  Status  if  your  Massachusetts  Adjusted  Gross  Income 
(Mass.  AGI)  was  $8,000  or  less,  if  single,  or  $12,000  or  less  if  married  filing  a 
joint  return.  The  income  calculation  must  include  income  from  both  resident  and 
nonresident  sources.  If  you  qualify,  you  are  not  required  to  pay  any  1990  Mass- 
achusetts income  taxes.  Married  taxpayers  filing  separately  do  not  qualify  for  No 
Tax  Status. 

What  Is  the  Limited  Income  Credit?  

The  Limited  Income  Credit  is  an  alternative  tax  calculation  for  taxpayers  who  are 
just  above  the  No  Tax  Status  threshold.  The  Limited  Income  Credit  can  provide  a 
significant  tax  reduction  for  taxpayers  who  qualify. 

Who  Is  Eligible  for  the  Limited  Income  Credit?  

If  your  Mass.  AGI  is  between  $8,000  and  $14,000  if  single,  or  between  $12,000 
and  $21,000  if  married  filing  a  joint  return,  you  may  benefit  from  the  Limited  In- 
come Credit. 

Can  I  Qualify  for  No  Tax  Status  or  the  Limited  Income  Credit  If 
I  Am  Married  Filing  Separately?  

No.  If  you  are  married,  you  must  file  a  joint  return  in  order  to  qualify  for  No  Tax 
Status  or  the  Limited  Income  Credit. 

How  Do  I  Calculate  My  Massachusetts  Adjusted  Gross  Income? 

Mass.  AGI  is  not  the  same  as  taxable  income.  Mass.  AGI,  for  the  purpose  of  No 
Tax  Status,  is  generally  your  total  5.95%  income  after  certain  allowable  deduc- 
tions plus  income  from  interest  and  dividends,  capital  gains  and  income  while  a 
nonresident.  Your  5.95%  income  may  never  be  considered  to  be  less  than  zero. 
The  allowable  deductions  are  those  amounts  reported  on  Form  1  or  Form  1-NR 
for  allowable  employee  business  expenses,  penalty  on  early  savings  withdrawal 
and  alimony  paid  by  you  to  your  former  spouse. 

Specifically,  Mass.  AGI  includes  the  following: 

•  wages,  tips  and  salaries; 

•  business,  profession,  trade  or  farm  income; 

•  partnership  and  S  corporation  income; 

•  trust  income; 

•  royalty  and  REMIC  income; 

•  Massachusetts  bank  interest; 

•  taxable  pension  and  annuity  income; 

•  alimony  received; 

•  rental  income  from  real  estate; 
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•  unemployment  compensation; 

•  taxable  IRA  and  Keogh  distributions; 

•  other  5.95%  income  including  winnings,  fees,  etc. 

•  12%  interest  and  dividends;  and 

•  capital  gains 

Calculate  your  Mass.  AGI  by  completing  Schedule  NTS-L  included  in  Form  1  or 
Form  1-NR;  or  Form  ABC,  Items  28  through  35.  Completing  these  sections  is 
particularly  important  when  AGI  exceeds  deductions  and  exemptions  but  does 
not  exceed  No  Tax  Status  since  a  tax  would  otherwise  be  computed. 

Karen  is  a  recent  college  graduate  and  worked  only  five  months  in  1990.  Her 
"      income  before  deductions  was  $7,500  and  she  has  $175  in  interest  from  ac- 
counts in  Massachusetts  banks. 

Since  Karen's  Massachusetts  Adjusted  Gross  Income  is  not  greater  than  $8,000 
she  is  not  required  to  pay  any  State  income  tax.  After  she  files  her  Form  ABC, 
she  will  receive  a  tax  refund  of  $275,  the  amount  withheld  from  her  pay. 
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Christina  is  an  outside  salesperson  and  earned  $9,500  in  1990.  However,  she  had 
$2,000  in  allowable  employee  business  expenses.  Since  her  Mass.  AGI  is  $7,500 
she  qualifies  for  No  Tax  Status. 

Mike  and  Joan  are  married  and  file  a  joint  return.  Their  5.95%  income  included 
wages  of  $11,900,  Massachusetts  savings  bank  interest  of  $150  and  net  rental  in- 
come from  real  estate  of  $1,400.  Their  12%  income,  from  interest  and  dividends, 
totalled  $1,600.  Since  no  allowable  deductions  applied,  their  total  Adjusted  Gross 
Income  equalled  $15,050.  Although  No  Tax  Status  does  not  apply  (since  income 
exceeded  $12,000),  they  continue  to  complete  Schedule  NTS-L  to  determine  their 
eligibility  for  the  Limited  Income  Credit  (Mike  and  Joan's  income  did  not  exceed 
$21,000).  The  tax  prior  to  calculating  the  Limited  Income  Credit  was  $360.  The 
Limited  Income  Credit  was  $55.  As  a  result,  the  tax  after  the  Limited  Income 
Credit  equalled  $305. 

Note:  Depending  on  your  type  of  income  and  your  allowable  deductions  and 
exemptions,  you  may  or  may  not  derive  a  credit  from  Schedule  NTS-L,  even 
though  Mass.  AGI  qualified  you  to  complete  it. 


Can  I  Qualify  for  No  Tax  Status  or  the  Limited  Income  Credit  If 
I  Am  a  Part-Year  Resident  or  Nonresident?  

For  part-year  residents  and  nonresidents,  Massachusetts  General  Laws  require 
that  Mass.  AGI  must  be  computed  as  if  the  nonresident  had  been  a  Massachu- 
setts resident  for  the  taxable  year.  In  determining  whether  or  not  you  qualify  for 
No  Tax  Status  or  the  Limited  Income  Credit,  you  must  consider  all  of  your  in- 
come, including  that  which  is  not  taxable  in  Massachusetts.  You  are  eligible  for 
No  Tax  Status  if  your  combined  Mass.  source  income  and  non-Massachusetts 
income  is  $8,000  or  less  if  single,  or  $12,000  or  less  if  married  filing  jointly.  You 
may  benefit  from  the  Limited  Income  Credit  if  your  combined  Mass.  Source  In- 
come (if  a  nonresident)  or  Mass.  resident  income  (if  a  part-year  resident)  plus  any 
non-Massachusetts  Income  is  between  $8,000  and  $14,000  if  single  or  between 
$12,000  and  $21,000  if  married  filing  a  joint  return. 

Brian  is  a  New  Hampshire  resident  and  freelances  as  a  graphic  designer.  His 
clients  are  usually  based  in  New  Hampshire;  however,  in  1990  he  had  one  client 
in  Massachusetts.  His  Mass.  source  income  was  $6,200  and  his  total  income  was 
$35,700.  Brian  does  not  qualify  for  No  Tax  Status  since  his  total  income  is  greater 
than  $8,000. 

If  you  are  filing  both  Form  1  and  Form  1-NR,  complete  Schedule  NTS-L  in  the 
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form  that  reflects  your  current  residency  status.  It  is  not  necessary  to  complete 
two  schedules. 


Scott  and  Rebecca  were  residents  of  Massachusetts  for  five  months  in  1990. 
Their  income  for  that  period  of  time  was  $18,500  and  their  total  income  for  the 
year  was  $47,200.  Filing  a  joint  Mass.  return  Scott  and  Rebecca  are  not  eligible 
for  a  Limited  Income  Credit  since  their  total  income  is  greater  than  $21 ,000. 


If  I  Had  a  Short  Taxable  Year  Am  I  Eligible  for  No  Tax  Status  or 
the  Limited  Income  Credit?  

If  you  had  a  short  taxable  year  for  any  reason  other  than  being  a  nonresident  for 
part  of  the  year,  you  must  prorate  the  No  Tax  Status  threshold  amounts  to  reflect 
the  actual  length  of  your  taxable  year. 

Paul  was  a  fiscal  year  filer  who  wanted  to  switch  to  calendar  year  filing.  Paul's 
fiscal  year  ended  on  June  30,  1990,  so  he  is  filing  a  short-year  return  for  the 
period  July  1  to  December  31,  1990.  To  correctly  prorate  the  No  Tax  Status 
threshold,  he  multiplies  the  fraction  of  the  year  for  which  he  is  filing  by  $8,000. 
Since  his  tax  year  was  half  the  calendar  year,  his  No  Tax  Status  threshold  is  half 
of  $8,000,  or  $4,000.  Because  Paul  earned  $6,000  in  his  short  taxable  year,  he  is 
not  eligible  for  the  prorated  No  Tax  Status. 
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Credits 


Credit  for  Taxes  Paid  to  Other  Jurisdictions 

Are  Massachusetts  Residents  Allowed  a  Credit  for  Taxes  Paid 
to  Other  Jurisdictions?  

Yes.  Massachusetts  residents  are  allowed  a  credit  for  taxes  due  to  any  other 
state,  territory  or  possession  of  the  United  States,  the  Dominion  of  Canada  or 
any  of  its  provinces,  on  income  which  is  subject  to  Massachusetts  income  tax. 

What  Are  the  Restrictions  on  the  Credit?  

This  credit  is  subject  to  the  following  restrictions: 

•  the  amount  of  tax  due  claimed  as  a  credit  may  not  include  any  applicable  in- 
terest and  penalty  charges  due  to  the  other  jurisdiction; 

•  the  amount  of  tax  due  claimed  as  a  credit  must  be  reduced  by  any  federal 
credit  allowable  on  the  resident's  U.S.  income  tax  return.  Federal  tax  credits 
are  calculated  on  U.S.  Form  1116; 

•  the  total  credit  is  the  lesser  of  the  following: 

(i)  the  amount  of  taxes  due  to  other  jurisdictions  reduced  by  any  federal 
credit  allowable;  or 

(ii)  the  portion  of  Massachusetts  tax  due  on  the  gross  income  that  is  taxed  to 
the  other  jurisdiction. 

•  the  credit  may  not  include  any  city  or  county  taxes  paid  to  another  jurisdiction. 

How  Do  You  Calculate  Your  Allowable  Credits?  

Total  credits  for  taxes  paid  to  other  jurisdictions  are  calculated  on  Massachusetts 
Schedule  F.  This  schedule  is  included  in  your  Form  1  booklet.  Taxpayers  who 
have  both  5.95%  and  12%  income  which  was  taxed  by  another  jurisdiction  are  re- 
quired to  file  a  separate  Schedule  F  for  each  of  these  types  of  income.  When 
completing  a  Schedule  F  for  12%  income,  you  must  substitute  "12%"  in  lieu  of 
"5.95%"  in  Items  1,  2  and  4.  You  must  also  substitute  Form  1,  Item  40  for  Form 
1,  Item  34  in  Schedule  F,  Item  4.  When  using  Schedule  F  to  calculate  a  credit 
for  12%  capital  gains  income,  you  must  also  enter  total  capital  gains  calculated  as 
if  they  were  earned  in  Massachusetts.  Remember  to  attach  a  copy  of  your  com- 
pleted tax  return(s)  filed  in  other  jurisdictions. 

Note:  Income  amounts  subject  to  tax  in  another  jurisdiction  and  entered  in  Item  1 
of  Schedule  F  must  be  calculated  as  if  they  were  subject  to  Massachusetts  tax 
rules.  For  example,  a  long-term  capital  gain  taxed  in  a  jurisdiction  which  does  not 
have  a  50%  capital  gain  deduction  must  be  recalculated  using  that  deduction. 

Solar  and  Wind  Energy  Credit  

What  Is  the  Energy  Credit?  

The  Massachusetts  energy  credit  is  a  tax  credit  equal  to  25%  of  the  net  expen- 
diture for  renewable  energy  source  property  or  $1,000,  whichever  is  less.  Note: 
For  qualified  renewable  energy  source  property  installed  on  or  after  January  1, 
1991,  the  allowable  Massachusetts  energy  credit  will  be  15%  of  the  taxpayer's  net 
expenditure  for  the  qualified  property  or  $1 ,000,  whichever  is  less. 
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Who  Is  Eligible  to  Take  the  Energy  Credit?  

You  may  take  advantage  of  the  Massachusetts  energy  credit  if  you  are  an  owner 
or  tenant  of  residential  property  located  in  the  Comnnonwealth.  The  property  must 
be  the  principal  residence  of  the  taxpayer.  Summer  or  vacation  homes,  or  re- 
newable energy  source  property  placed  in  a  rental  unit  by  a  landlord,  do  not 
qualify  for  the  credit.  Joint  owners,  who  occupy  residential  property  as  their  prin- 
cipal residence,  share  any  credit  available  to  the  property  in  the  same  proportion 
as  their  ownership  interests.  In  the  case  of  new  construction,  the  credit  is  avail- 
able to  the  original  owner-occupant.  Any  taxpayer  who  is  a  dependent  of  another 
taxpayer  is  not  eligible  for  the  energy  credit. 

What  Is  Qualified  Renewable  Energy  Source  Property?  

For  purposes  of  the  energy  credit,  qualified  renewable  energy  source  property  is 
property  which  transmits  or  uses  either  of  the  following: 

•  solar  energy,  or  any  other  form  of  renewable  energy,  for  heating  or  cooling, 
for  providing  hot  water  or  for  providing  electricity  to  the  taxpayer's  principal 
residence.  Examples  of  solar  energy  items  include  collectors,  rockbeds  and 
heat  exchangers. 

•  wind  energy  used  to  generate  electricity  or  mechanical  forms  of  energy  for 
nonbusiness  purposes.  Examples  of  wind  energy  items  include  windmills, 
wind-driven  generators  and  power  conditioning  and  storage  devices. 

The  taxpayer  claiming  the  credit  must  be  the  first  one  to  use  property  of  the 
types  described  above.  The  property  must  also: 

•  be  expected  to  last  at  least  five  years;  and 

•  meet  the  performance  and  quality  standards  prescribed  by  the  Commissioner 
of  Revenue  in  Regulation  830  CMR  62.6.1. 

What  Costs  Are  Not  Eligible  for  the  Credit?  

The  following  energy  conservation  costs  are  not  eligible  for  the  Massachusetts 
energy  credit: 

•  heating  and  cooling  systems,  other  than  solar  and  wind,  that  supplement 
renewable  energy  source  equipment; 

•  expenditures  for  conservation  items  such  as  insulation,  storm  or  thermal  win- 
dows or  doors,  caulking  or  weatherstripping; 

•  expenses  related  to  heat  pumps  (air  and  water),  wood  burning  stoves  or 
furnaces; 

•  energy  storage  mediums  for  non-essential  functions,  such  as  swimming  pools 
and  greenhouses; 

•  materials  and  components  that  have  a  structural  function  or  are  structural 
components. 

When  Is  the  Energy  Credit  Taken?  

The  energy  credit  is  taken  in  the  taxable  year  in  which  the  qualified  energy  prop- 
erty was  purchased  or  installed.  If  your  energy  credit  amount  exceeds  your  tax 
for  the  taxable  year,  you  may  carry  over  the  excess  to  any  one  or  more  of  the 
next  three  succeeding  taxable  years.  The  energy  credit  may  not  exceed  your 
total  tax  due  for  the  applicable  year.  To  take  the  energy  credit,  you  must  com- 
plete and  file  Massachusetts  Schedule  EC. 

Example    Joshua  had  a  solar  heating  energy  system  installed  in  his  principal  residence  dur- 
ing 1990.  The  total  expenditure  for  the  system  was  $2,500.  Completing  Schedule 
EC,  Joshua  calculates  that  his  allowable  energy  credit  for  1990  will  be  $625 
(2500  X  25%).  On  his  1990  Massachusetts  Form  1,  Joshua  calculates  his  total 


35  Credits 


tax  to  be  $928.  Because  his  energy  credit  amount  is  less  than  his  total  tax 
annount,  Joshua  can  take  the  entire  $625  amount  as  his  1990  energy  credit. 

Lead  Paint  Credit 


What  Is  the  Lead  Paint  Credit?  

The  Lead  Paint  Credit  is  a  credit  provided  for  removing  or  covering  materials  on 
residential  premises  in  Massachusetts  that  have  been  established  as  containing 
dangerously  high  levels  of  lead.  The  credit  for  each  residence  is  equal  to  the 
cost  of  the  deleading  expenses,  or  $1,000,  whichever  is  less. 

What  Types  of  Properties  Qualify  for  the  Lead  Paint  Credit? 

Only  residential  premises  qualify  for  the  Lead  Paint  Credit.  Examples  of  qualifying 
premises  are: 

•  single  family  homes; 

•  individual  units  in  an  apartment  building; 

•  condominium  units;  and 

•  individual  units  in  multi-family  homes. 

Who  Is  Eligible  to  Take  the  Lead  Paint  Credit?  

The  Lead  Paint  Credit  may  be  taken  only  by  the  owner  or  tenant  of  the  qualified 
premises.  The  credit  is  allowed  only  to  those  taxpayers  who  personally  pay  for 
the  deleading.  If  a  tenant  voluntarily  shares  with  the  owner  the  cost  of  deleading 
a  unit,  the  credit  may  be  shared.  However,  the  total  credits  claimed  may  not  ex- 
ceed $1 ,000  for  each  unit. 

What  Type  of  Work  Does  the  Credit  Cover?  

The  Lead  Paint  Credit  applies  only  for  work  done  in  actually  deleading  con- 
taminated areas.  Deleading  refers  to  the  removal  or  covering  of  contaminated 
paint,  plaster  or  other  materials  that  could  readily  be  accessible  to  children  under 
six  years  of  age.  Only  costs  that  are  incurred  for  legally  required  deleading 
qualify  for  the  credit.  Costs  incurred  in  repainting  or  refinishing  deleaded  surfaces 
are  not  eligible  for  the  tax  credit. 

How  Do  You  Take  the  Lead  Paint  Credit?  

To  take  the  Lead  Paint  Credit,  the  following  steps  must  be  completed: 

•  the  residential  unit  must  be  inspected  by  an  inspector  who  is  registered  or 
licensed  by  the  Department  of  Public  Health  (Childhood  Lead  Poisoning 
Prevention  Program).  The  inspector  must  establish  the  presence  of 
dangerous  lead  levels  in  violation  of  the  lead  paint  law  in  the  residence; 

•  the  contaminated  areas  must  be  deleaded  by  a  deleader  who  is  certified  or 
licensed  by  the  Department  of  Labor  and  Industries  in  a  manner  prescribed 
by  regulation;  and 

•  the  property  must  be  reinspected  by  a  registered  or  licensed  inspector  who 
certifies  that  all  materials  on  the  premises  that  contained  dangerous  levels  of 
lead  in  violation  of  the  lead  paint  law  have  been  properly  deleaded.  This  cer- 
tification is  made  on  Massachusetts  Form  CLP,  Certificate  of  Lead  Paint 
Covering  or  Removal. 

When  Are  Taxpayers  Entitled  to  Take  the  Lead  Paint  Credit? 

Taxpayers  are  entitled  to  take  the  Lead  Paint  Credit  in  the  taxable  year  in  which 
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the  certification  on  Form  CLP  is  issued  or  in  the  year  in  which  the  payment  for 
the  deleading  is  made,  whichever  is  later. 

After  certifying  that  a  property  has  been  properly  deleaded,  the  inspector  must 
file  Form  CLP  with  the  Massachusetts  Department  of  Revenue.  To  take  the  Lead 
Paint  Credit,  taxpayers  must  complete  and  file  Massachusetts  Schedule  LP, 
Credit  for  Removing  or  Covering  Lead  Paint  on  Residential  Premises.  A  copy  of 
Form  CLP  must  also  be  attached  to  Schedule  LP  of  the  Massachusetts  income 
tax  return  of  the  taxpayer(s)  claiming  the  Lead  Paint  Credit. 

What  If  My  Lead  Paint  Credit  Is  Larger  Than  My  Tax  Liability? 

If  your  Lead  Paint  Credit  is  larger  than  the  amount  you  owe  in  Massachusetts  in- 
come taxes  for  the  year,  the  balance  may  be  carried  over  into  the  next  tax  year. 
Taxpayers  may  carry  over  unused  portions  of  their  original  credit  for  up  to  five 
years. 

Who  Can  I  Contact  for  Further  Information  on  Lead  Paint 
Removal,  Inspection  Requirements  and  the  Lead  Paint  Credit? 

For  further  information  on  how  to  find  a  registered  or  licensed  lead  paint  inspec- 
tor, you  may  contact  the  Department  of  Public  Health  at  (617)  522-3700,  ext.  177 
or  ext.  188  or  toll-free  in-state  at  1-800-532-9571,  or  the  Citizen  Information  Ser- 
vice, Office  of  the  Secretary  of  State  at  (61 7)  727-7030  or  toll-free  in-state  at 
1-800-392-6090.  For  further  information  about  how  to  find  a  certified  or  licensed 
deleader,  you  may  contact  the  Department  of  Labor  and  Industries  at  (617) 
727-1933.  For  further  information  on  the  Lead  Paint  Credit,  you  may  contact  the 
Department  of  Revenue  at  (617)  727-4545  or  toll-free  in-state  at  1-800-392-6089. 
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What  Is  the  Universal  Health  Care  Credit?  

The  Universal  Health  Care  Credit  is  a  tax  credit  provided  to  certain  business  em- 
ployers who  provide  health  care  benefits  to  their  employees  who  did  not  do  so  pre- 
viously. The  credit  is  equal  to  20%  of  the  value  of  premiums  paid  in  the  first  year 
the  credit  is  taken,  and  10%  of  the  value  of  premiums  paid  in  the  second  year. 

When  Can  the  Credit  Be  Taken?  

The  credit  is  only  available  for  tax  years  beginning  on  or  after  January  1,  1990, 
and  ending  on  or  before  December  31,  1992.  The  credit  must  be  applied  to  two 
consecutive  tax  years  with  the  20%  credit  to  be  taken  in  the  first  year  and  10% 
in  the  second  year.  If,  for  example,  you  are  taking  the  20%  health  care  credit  for 
1990,  you  may  claim  the  10%  credit  only  for  1991.  A  business  is  not  eligible  for 
a  20%  credit  in  1990  and  a  10%  credit  in  1992. 

Who  Is  Eligible  to  Take  the  Universal  Health  Care  Credit?  

Any  small  business  employer  subject  to  tax  under  M.G.L.  c.62  or  c.63  is  eligible 
for  the  Universal  Health  Care  Credit.  A  business  includes  a  profession  or  trade 
operated  in  the  form  of  a  partnership,  sole  proprietorship,  corporation,  trust  or  S 
corporation. 

What  Requirements  Must  My  Business  Meet  to  Be  Eligible  to 
Take  the  Universal  Health  Care  Credit?  

•  The  business  must  employ  between  1  and  50  full-time  equivalent  employees, 
unrelated  (not  spouse,  father,  mother  or  child)  to  the  owners  or  partners,  and 
calculated  on  an  average  annual  basis; 
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•  For  three  consecutive  years  (beginning  after  Decennber  31,  1984  and  before 
April  21,  1988)  the  business  did  not  pay  premiums  for  a  health  insurance 
plan  covering  any  of  its  employees; 

•  The  business  must  pay  at  least  50%  of  the  total  cost  of  the  premiums  in 
each  year  beginning  after  the  three  year  period  (including  any  year  in  which 
a  credit  is  taken); 

•  The  health  insurance  plan  must  be  available  to  all  full-time  employees;  and 

•  A  new  business  whose  first  tax  year  begins  after  April  20,  1988  must  pay  at 
least  50%  of  the  premiums  for  a  health  insurance  plan  for  employees,  start- 
ing in  its  first  tax  year. 

How  Do  I  Calculate  the  Number  of  Full-time  Equivalent  Em- 
ployees  on  an  Average  Annual  Basis?  

To  calculate  the  average  number  of  full-time  emioyees  the  company  must  deter- 
mine how  many  full-time  equivalent  employees  it  employs  as  of  the  12th  day  of 
each  month  in  the  tax  year.  The  number  of  employees  for  each  month  are  added 
and  the  total  is  divided  by  12  to  arrive  at  the  annual  percentage.  A  full-time 
equivalent  employee  is  either  1)  an  employee  who  works  full-time  or  2)  two  or 
more  employees  whose  combined  hours  equal  the  employer's  full-time  standard. 
An  employer's  full-time  standard  cannot  exceed  40  hours  per  week. 


The  W  Company  began  providing  health  insurance  coverage  to  its  full-time 
employees  in  1989.  The  W  Company  had  never  before  provided  a  health  insur- 
ance plan  to  any  of  its  employees.  The  company  is  a  calendar  year  filer  and 
pays  80%  of  the  health  plan  provided  to  its  employees.  The  total  cost  of  health 
care  coverage  for  the  W  Company  was  $100,000  in  1989  and  $110,000  in  1990. 
The  company  will  take  a  $17,600  Universal  Health  Care  Credit  in  1990,  calculat- 
ed as  follows: 


SCHEDULE  UHC  MASSACHUSETTS  DEPARTMENT  OF  REVENUE 

Universal  Health  Care  Credit 


1990 


Please  Print 
In  ink  or  Type 


Name(s) 


Federal  Identification  or 
Social  Security  Number 


1  31 

,  37 

IZ 

/  SI 

1  BB 

1  How  many  full-time  equivalent  employees  does  this  business  employ  on  an  average  annual  basis'  (see  instructions)  

2  Is  this  health  insurance  plan  available  to  ALL  the  full-time  Massachusens  employees  of  this  business?     C  Yes     [2.  No 

3.  List  the  three  consecutive  tax  years'  this  business  did  NOT  pay  any  premiums  lor  a  health  insurance  plan  covering  any  of  its 
employees  (See  instructions  if  you  are  a  new  business  whose  first  tax  year  begins  after  April  20.  1988) 

a  Tax  year  beginning  on   /it        i  _  and  ending  on  _     /£.      I    91        I  BO 

b  Tax  year  beginning  on  til  /       7         and  ending  on 

c.  Tax  year  beginning  on  /       /       I  /.  _  and  ending  on 

•  beginning  after  December  31.  1984  and  before  April  21.  1988. 

4  Enter  the  total  cost  of  premiums  for  a  health  insurance  plan  for  the  Massachusetts  employees  in  the  tax  year(s)  beginning 
after  the  three  year  period  in  Item  3  and  the  amount  of  premiums  paid  by  the  business; 

1988  Tax  Year  (if  applicable)  4a  Total  Cost   

4b  Total  Paid   

1989  Tax  Year  (if  applicable)  4c.  Total  Cost  fOOjOOO  

4d.  Total  Paid        $0,  OOP  

1990  Tax  Year                                                                                     4e  Total  Cost  HQ,  OOP 

4f  Total  Paid      SB,  OOP  

5.  Allowable  health  care  tax  credit  lor  1990  Enter  20%  of  Item  4f  here  and  see  instructions  S    iHf  (tOO  


The  G  Company  Is  a  Massachusetts  manufacturing  company.  For  the  six-month 
period  between  January  and  June  of  1990  the  company  employed  four  full-time 
employees  who  each  worked  the  company's  full-time  standard  40-hour  week,  and 
two  part-time  employees  who  each  worked  20  hours  per  week.  For  the  next  six- 
month  period  between  July  and  December  1990  the  company  employed  six  full- 
time  employees  and  four  part-time  employees  (who  each  worked  12  hours  per 
week  for  a  total  of  48  hours  per  week). 
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The  G  Company  has  an  annual  total  of  72  ennployees,  calculated  as  follows: 

Jan  -  June:  5  x  6  =  30 
July  -  Dec:  7x6=  _42^ 
72 

Therefore,  the  G  Connpany  has  six  full-time  equivalent  employees  calculated  on 
an  average  annual  basis  by  dividing  the  annual  total  of  employees  (72)  by  the 
number  of  months  in  its  tax  year  (12). 

Qualifying  for  More  Than  One  Type  of  Credit 

If  you  qualify  to  take  more  than  one  type  of  credit  on  your  income  tax  return,  be 
sure  to  complete  all  necessary  schedules  and  attach  them  to  your  return. 
Because  each  of  the  credits  discussed  in  this  section  has  a  different  carryover 
life,  credits  have  been  given  priority  in  the  following  order  to  maximize  their 
potential  usefulness  to  taxpayers: 

•  Limited  Income  Credit 

•  Credit  for  Taxes  Paid  To  Other  Jurisdictions 

•  Universal  Health  Care  Credit 

•  Energy  Credit  (3-year  carryover) 

•  Lead  Paint  Credit  (5-year  carryover) 

By  ordering  the  credits  in  this  manner,  taxpayers  are  able  to  best  obtain  the  max- 
imum benefit  of  their  available  credits  over  the  potential  life  of  the  credit. 
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Who  Must  Make  Estimated  Tax  Payments?  

In  general,  you  are  required  to  pay  at  least  80%  of  your  annual  income  tax  liabil- 
ity before  filing  your  annual  return.  You  can  fulfill  this  requirement  through  with- 
holding and  by  making  estimated  tax  payments  on  income  that  is  not  subject  to 
withholding.  If  you  expect  to  receive  taxable  income  which  will  result  in  more  than 
$200  in  tax  and  upon  which  there  is  no  withholding,  you  must  make  estimated 
tax  payments.  The  amount  of  estimated  tax  is  equal  to  your  estimated  amount  of 
total  tax  minus  the  estimated  amount  of  withholding  for  the  taxable  year. 

Income  which  is  not  subject  to  withholding  includes,  but  is  not  limited  to,  the 
following: 

•  salaries  and  wages  from  employment  not  subject  to  Massachusetts  withholding; 

•  dividends  and  interest; 

•  gains  from  the  sale  or  exchange  of  capital  assets; 

•  income  from  a  trade,  business,  profession,  partnership  or  S  corporation; 

•  income  from  an  estate  or  trust  not  taxed  directly  in  Massachusetts; 

•  income  from  certain  pensions; 

•  rental  income  from  real  estate;  and 

•  income  from  illegal  sources. 

May  a  Husband  and  Wife  Make  Joint  Payments?  

Yes.  As  husband  and  wife  you  may  make  joint  payments  of  estimated  tax  as 
long  as  you  are  married  at  the  time  when  the  payments  are  due  and  not  sepa- 
rated by  a  decree  of  divorce  or  separate  maintenance.  If  you  choose  to  make 
such  joint  estimated  tax  payments  but  do  not  file  a  joint  annual  return,  your  esti- 
mated tax  payments  may  be  attributed  to  one  or  both  of  you,  apportioned 
however  you  please. 

What  Form  Shtould  I  Use  to  Make  Estimated  Tax  Payments? 

If  you're  filing  Forms  1,  1-NR  or  ABC,  you  should  use  Massachusetts  Form  1-ES 
to  make  estimated  tax  payments.  DOR  sends  preaddressed  forms  to  most  people 
who  are  required  to  make  estimated  payments.  Using  these  forms  ensures  faster 
and  more  accurate  processing. 

Are  There  Any  Alternatives  to  Filing  Estimated  Taxes?  

Yes.  Instead  of  making  estimated  payments,  you  may  request  that  your 
employer(s)  withhold  additional  amounts  from  your  wages  or  salary  to  cover  those 
taxes  on  income  not  subject  to  withholding.  You  may  make  such  a  request  on 
the  Massachusetts  Employee  Withholding  Certificate,  Form  M-4. 

Nancy  works  for  an  accounting  firm  and  has  withholding  tax  deducted  from  each 
paycheck.  Nancy  also  receives  $16,000  per  year  from  rental  property  she  owns. 
Rental  income  is  not  subject  to  withholding.  For  this  reason,  she  will  be  required 
to  pay  estimated  taxes  unless  she  requests  that  her  employer  withhold  an  addi- 
tional sum  to  compensate  for  the  income  tax  she'll  owe  on  her  rental  income. 

Rental  income  from  real  estate  is  taxed  at  5.95%.  Nancy,  therefore,  owes  $952 
in  annual  estimated  taxes  on  her  rental  property  income  of  $16,000.  She  com- 
pletes a  Massachusetts  Employee  Withholding  Exemption  Certificate,  Form  M-4, 
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to  request  that  her  employer  withhold  an  extra  $40  per  paycheck  (she  is  paid 
twice  per  month)  instead  of  making  estimated  payments. 

May  I  Apply  This  Year's  Refund  to  Next  Year's  Estimated  Tax  Due? 

Yes.  You  may  apply  all  or  any  part  of  your  1990  income  tax  refund  to  your  esti- 
mated account  for  the  following  tax  year.  You  may  do  this  on  Form  1,  Item  57; 
Form  1-NR,  Item  56;  or  Form  ABC,  Item  46.  If  you  choose  to  apply  your  refund 
to  your  estimated  account,  you  need  not  submit  a  Form  1-ES  payment  voucher 
until  you  are  making  a  payment. 

Chris  worked  in  a  restaurant  and  had  $500  more  than  he  owed  in  Massachusetts 
income  taxes  for  1990  withheld  from  his  pay.  He  was  therefore  entitled  to  a  re- 
fund equal  to  that  amount.  However,  he  had  recently  sold  his  vacation  home  and 
received  a  $10,000  long-term  capital  gain  upon  which  there  was  no  withholding. 
Chris  decided  to  apply  $480  of  his  overpayment  toward  the  estimated  tax  pay- 
ments he  would  be  required  to  pay  in  1991  on  the  $10,000  capital  gain. 

To  do  this,  he  entered  in  Item  57  on  Form  1  the  amount  of  his  overpayment  he 
wished  to  apply  against  the  following  year's  estimated  taxes  (i.e.  $480).  He  then 
entered  the  $20  balance  of  his  overpayment  in  Item  58  on  Form  1 . 

When  Are  Payments  Due?  

Calendar  year  taxpayers  (January  1 -December  31)  must  file  the  first  payment 
voucher.  Form  1-ES,  on  or  before  April  15  of  the  taxable  year.  The  estimated  tax 
may  be  paid  in  full  with  the  first  payment  voucher  or  in  four  installments  on  or 
before  April  15,  June  15,  and  September  15  of  the  taxable  year  and  January  15 
of  the  following  year.  A  completed  voucher  must  accompany  each  payment. 

Fiscal  year  taxpayers  must  file  their  first  payment  voucher.  Form  1-ES,  on  or 
before  the  15th  day  of  the  4th  month  of  the  fiscal  year.  The  estimated  tax  may 
be  paid  in  full  with  the  first  payment  voucher  or  in  four  installments  on  or  before 
the  15th  day  of  the  4th,  6th  and  9th  months  of  the  fiscal  year  and  the  15th  day 
of  the  1st  month  of  the  following  fiscal  year. 

What  If  My  Tax  Liability  Changes  During  the  Year?  

Even  though  you  may  not  expect  to  owe  estimated  tax  payments  at  the  begin- 
ning of  the  year,  your  income  or  exemption(s)  may  change  during  the  year  so 
that  you  are  subsequently  required  to  make  such  tax  payments.  If  you  must  make 
estimated  tax  payments  because  of  a  change  in  your  income  or  deductions  after 
the  due  date  of  the  first  payment  voucher,  you  should  follow  the  schedule  below: 


Date  of  Change  in  Income 
or  Deductions 

Between  April  1 
and  May  31 

Between  June  1 
and  August  31 

Septemt>er  1 
and  December  31 


Due  Date  of  First 
Payment  Voucher 


June  15 

September  15 

January  15  of  ttie 
next  taxable  year 


Remaining  Estimated 
Payment  Date 

Sept.  15,  January  15 
of  the  following  year 

January  15  of  the 
following  year 

None 


What  Is  an  Underpayment  Penalty?  

If  you  haven't  paid  at  least  80%  of  your  annual  tax  liability  through  estimated 
payments  and/or  withholding,  you  may  be  liable  for  an  addition  to  tax,  or  under- 
payment penalty.  This  underpayment  penalty  is  assessed  at  the  rate  of  18%  per 
year  on  the  amount  of  the  underpayment  for  the  period  of  the  underpayment. 
You  should  use  Massachusetts  Form  M-2210  to  calculate  the  amount  of  the  addi- 
tion to  tax.  The  80%  requirement  is  reduced  to  662/3%  if  you  receive  two-thirds 
of  your  income  from  fishing  or  farming. 
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Exam  le  owned  a  discotheque  in  Boston,  Her  taxable  business  income  after 

deductions  and  exemptions  was  $75,000  in  1990,  all  of  which  was  5.95%  in- 
come. However,  Valerie  neglected  to  remit  the  required  estimated  income  tax  in- 
stallment payments.  She  sent  in  only  one  estimated  payment  voucher  with  a 
check  for  $1,600  on  September  15,  1990. 

Since  Valerie's  total  tax  liability  equals  $4,461,  the  necessary  80%  of  the  total 
equals  $3,570.  Having  paid  less  than  half  of  that  amount,  Valerie  is  subject  to  an 
underpayment  penalty  whose  exact  amount  can  be  determined  using  Form  fvl-2210. 

Are  There  Any  Exceptions  to  the  Underpayment  Penalty?  


Example 


Example 


Example 


Example 


Yes.  If  you  qualify  for  one  of  the  following  exceptions,  no  underpayment  penalty 
is  assessed: 

Exception  1  —  The  tax  shown  on  the  annual  return  after  credits  and  withholding 
is  less  than  $200. 

Sam  is  a  Massachusetts  resident  employed  as  an  engineer  for  a  large  tele- 
communications company.  He  also  receives  income  in  the  form  of  dividends  from 
stock  in  various  corporations.  Withholding  is  paid  on  the  salary  he  receives  as  an 
engineer,  but  not  on  the  dividends  he  receives  from  his  corporate  shares.  Over 
the  course  of  the  year,  Sam  has  earned  $8,000  in  stock  dividends.  Sam  is  also 
eligible  for  an  $825  Energy  Credit. 

While  Sam  would  have  owed  estimated  taxes  equal  to  12%  of  his  $8,000  of  divi- 
dend income,  or  $960,  his  energy  credit  of  $825  reduces  his  tax  liablity  to  $135. 

Exception  2  —  You  are  a  qualified  farmer  or  fisherman  and  pay  the  full  amount 
of  your  annual  taxes  on  or  before  the  first  day  of  the  third  month  of  the  next  tax- 
able year. 

Joe  owns  a  commercial  fishing  business  on  Cape  Cod  from  which  he  receives 
more  than  two-thirds  of  his  total  annual  income.  Though  he  hasn't  paid  any  esti- 
mated or  withholding  taxes  by  January  15  of  the  following  tax  year,  he  did  pay 
his  total  tax  liability  on  February  22. 

Since  Joe  earns  more  than  two-thirds  of  his  total  annual  income  from  his  com- 
mercial fishing  business,  he  is  recognized  by  the  State  as  a  qualified  fisherman. 
Qualified  fishermen  and  farmers  are  given  until  the  first  day  of  the  third  month  of 
the  following  tax  year  to  pay  their  total  tax  liability.  Joe,  therefore,  would  not  be 
assessed  an  underpayment  penalty  since  he  paid  before  March  1 . 

Exception  3  —  You  are  a  Massachusetts  resident  and  were  not  liable  for  taxes 
during  the  previous  taxable  year,  and  your  taxable  year  was  12  months  long. 

Elizabeth  graduated  from  college  and  began  her  own  art  appraisal  business. 
Because  she  was  a  full-time  student,  she  did  not  work  during  her  last  year  of 
school,  nor  did  she  have  any  Massachusetts  tax  liability  that  previous  tax  year. 
Because  Elizabeth  owed  no  taxes  last  year,  the  underpayment  penalty  does  not 
apply  to  her  situation. 

Exception  4  —  Your  estimated  payments  and  withholding  equals  or  exceeds 
your  total  tax  due  for  the  previous  taxable  year,  and  that  taxable  year  was  12 
months  long. 

Warren  receives  dividends  which  fluctuate  in  value  from  year  to  year.  His  1989 
tax  was  $5,000,  and  he  expects  it  to  rise  by  25%  in  1990  due  to  increasing 
returns  on  his  investment.  Using  the  estimated  tax  vouchers  on  the  dates 
prescribed  by  the  payment  schedule,  Warren  makes  estimated  payments  of 
$5,000.  Late  in  the  year,  when  he  sells  a  block  of  stock  whose  value  had  risen 
sharply,  he  enjoys  an  unexpected  windfall  profit. 
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As  a  result  of  this  sudden  increase  in  income,  his  estimated  tax  also  rises.  The 
$5,000  of  estimated  taxes  he  has  paid  equals  only  65%  of  his  1990  tax  liability. 
He  is  not  subject  to  any  underpayment  penalty,  however,  since  the  amount  he 
paid  equalled  his  previous  year's  tax  liability. 

A  waiver  of  the  underpayment  penalty  is  also  available  for  one  or  more  install- 
ments if: 

•  underpayment  was  a  result  of  casualty,  disaster  or  unusual  circumstances;  or 

•  you  retired  after  reaching  age  62  or  became  disabled  during  the  taxable  year 
for  which  the  payments  were  due  or  during  the  taxable  year  preceding  the 
year  for  which  the  payments  were  due  and  the  underpayment  was  due  to 
reasonable  cause  and  not  willful  neglect. 

What  Is  Annualization  of  Income?  

Annualization  of  income  is  a  method  of  filing  estimated  taxes  designed  for  people 
who  earn  or  receive  income  at  uneven  rates  over  the  course  of  the  year.  Rather 
than  paying  the  estimated  annual  income  tax  payments  in  four  equal  portions, 
you  may  choose  instead  to  pay  varying  amounts  of  quarterly  taxes  in  proportion 
to  the  amount  of  income  you've  actually  received  so  far  that  year.  By  reappor- 
tioning the  amount  of  tax  due  each  quarter,  the  annualization  of  income  method 
can  be  understood  as  another  exception  to  the  underpayment  penalty  rule.  Tax- 
payers who  wish  to  annualize  to  reduce  or  eliminate  their  underpayment  penalty 
should  complete  Form  f^-2210A. 

Example  Taxpayer  estimated  that  his  taxable  business  income  (5.95%  income)  after 

deductions  and  exemptions  from  his  Newburyport  art  supply  business  would  be 
$38,000.  He  estimated  that  his  tax  would  be  $2,260.  His  return  for  the  prior  year 
showed  a  tax  of  $3,460.  Based  on  his  estimate,  John's  estimated  tax  payment 
for  the  year  was  $1 ,808  ($2,260  x  80%).  Divided  into  four  equal  installments  of 
25%,  each  payment  amount  was  $452.  Over  the  course  of  the  year,  John  paid 
this  amount  with  each  quarterly  payment  voucher  from  Form  1-ES. 

On  April  15  of  the  following  year,  however,  when  filing  his  return,  John  deter- 
mines that  his  actual  taxable  income  was  $58,000.  His  total  tax  on  this  amount 
was  $3,450.  This  income  level  required  quarterly  payment  amounts  of  $690  to 
avoid  underpayment  penalties.  Because  his  income  for  the  year  was  earned 
unevenly,  he  decides  to  annualize  his  income  for  each  of  the  payment  periods  to 
adjust  his  underpayment  amounts.  Since  he  had  no  12%  income,  John  figures 
his  5.95%  taxable  income  for  each  period. 

In  completing  the  annualized  installment  worksheet  as  shown  on  the  back  of  this 
page,  John  determines  that  his  taxable  5.95%  income  for  the  first  payment 
period  (1/1  -  3/31)  was  $9,000.  Multiplied  by  the  first  annualization  amount  (4), 
John's  annualized  income  for  the  first  payment  period  is  $36,000  ($9,000  x  4). 
Checking  Form  1  Tax  Table  I,  John  figures  that  the  tax  on  $36,000  is  $2,141. 
Multiplying  $2,141  by  the  20%  applicable  percentage  for  the  first  payment  period, 
John's  first  installment  payment  using  the  annualized  income  method  will  be 
$428.20. 

John  determines  that  his  taxable  5.95%  income  for  the  second  payment  period 
(1/1  -  5/31)  was  $15,000.  $15,000  times  the  annualization  amount  of  2.4  equals 
$36,000.  The  tax  on  $36,000  is  $2,141.  John's  annualized  income  installment  for 
the  second  payment  period  is  $428.20.  This  is  $856.40  ($2,141  times  the  appli- 
cable percentage  of  40%)  minus  $428.20  (the  estimated  tax  due  under  the  an- 
nualized installment  method  for  the  first  payment  period). 

John  determines  that  his  taxable  5.95%  income  for  the  third  payment  period 
(1/1  -  8/31)  was  $30,000.  $30,000  times  the  annualization  amount  of  1.5  equals 
an  annualized  income  of  $45,000.  From  the  tax  tables,  John's  tax  is  $2,676. 
John's  annualized  income  installment  for  the  third  period  is  $749.20.  This  is 
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$1,605.60  ($2,676  times  the  applicable  percentage  of  60%)  minus  $856.40  (the 
accumulated  estimated  tax  due  under  the  annualized  installment  method  by  the 
second  payment  period). 

Finally,  John  determines  that  his  taxable  5.95%  income  for  the  fourth  payment 
period  (1/1  -  12/31)  was  $58,000.  The  tax  table  amount  on  $58,000  is  $3,450. 
The  applicable  percentage  for  the  fourth  period  is  80%.  John's  annualized  in- 
come installment  is  $1,154.40.  This  is  $2,760  ($3,450  times  80%)  minus 
$1,605.60  (the  accumulated  estimated  tax  John  paid  under  the  annualized  install- 
ment method  for  the  first  three  payment  periods). 

Having  completed  the  worksheet,  John  transfers  the  amounts  in  Item  20  to  Item  7 
of  Form  M-2210  and  calculates  his  underpayment  penalties,  if  any,  from  those 
figures. 

When  John  pays  his  tax  with  his  return  on  April  15,  he  saves  $56.90  on  Form 
M-2210  underpayment  penalties  by  using  the  annualized  installment  method 
rather  than  the  regular  installment  method. 

Annualized  Income  Installment  Worksheet 


PAYMENT  PERIOD  ^ 

1/1  -  3/31 

1/1  -  5/31 

1/1  -  8/31 

1/1  -  12/31 

1.  Taxable  5.95%  Income  each  period  

9,000 

l$tt>oO 

5f,0O6 

2.  Annualization  Amount  

4 

2.4 

1  5 

1 

3.  Multiply  Item  1  by  Item  2  

4.  Tax  on  amount  In  Item  3  (from  Form  1  Tax 
Table)  if  over  $80,000,  multiply  by  .0595  . 

^    1  f  1 

5.  Taxable  12%  Income  each  period 

0 

0 

o 

0 

6.  Annualization  Amount  

4 

2.4 

1.5 

1 

7.  Multiply  Item  5  by  Item  6  

0 

0 

O 

0 

8.  Tax  on  amount  in  Item  7  (from  Form  1  Tax 
Table)  if  over  $80,000,  multiply  by  .12  

0 

0 

0 

0 

9.  Total  Tax.  Add  Items  4  and  8  

10.  Total  Credits   

0 

0 

0 

0 

11.  Total  tax  after  credits.  Subtract  Item  10  from 
Item  9  

-2,141 

12.  Applicable  Percentage  

20% 

40% 

60% 

80% 

13.  Multiply  Item  11  by  Item  12  

14.  Enter  the  combined  amounts  of  Item  20  from 
all  preceding  periods  

15.  Subtract  Item  14  from  Item  13.  If  Less  Than 
"0"  enter  "0"   

16.  Divide  Item  6  of  Form  t^-2210  by  4  and  enter 
the  result  in  each  column  

W 

17.  Enter  the  amount  from  Item  19  of  this  work- 
sheet for  the  preceding  column   

18.  Add  Items  16  and  17  

HSi  '90 

19.  If  Item  18  is  more  than  Item  15,  subtract 
Item  15  from  Item  18.  Otherwise,  enter  "0"  . 

3Wl.'8t> 

0 

20.  Enter  the  smaller  of  Item  15  or  Item  18  here 
and  on  Form  M-2210,  Item  7   
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Amended  Returns 


What  Should  I  Do  If  I  Make  a  Mistake  or  Leave  Something  Out 
on  My  Return?  

If  after  filing  your  income  tax  return  you  receive  an  additional  statennent  of  in- 
conne  such  as  a  1099  or  a  W-2  or  discover  that  an  error  was  made,  do  not  sub- 
mit a  second  tax  return.  If  corrections  are  necessary,  you  must  file  Form  33X, 
Massachusetts  Amended  Income  Tax  Return.  This  form  is  available  at  any 
Department  of  Revenue  location,  or  you  may  have  one  mailed  to  you  by  calling 
(617)  727-4545  or  in-state  toll-free  at  1-800-392-6089. 

When  Should  I  File  Form  33X?  

You  should  file  Form  33X  if  you  fall  into  any  of  the  following  categories: 

•  you  realize  after  filing  your  Form  1,  ABC  or  1-NR  that  you  made  an  error  or 
omission  of  any  kind  such  as  failing  to  claim  your  proper  deductions  or  ex- 
emptions or  forgetting  to  include  your  interest  income; 

•  you  receive  an  additional  Form  1099  or  W-2  which  reflects  income  not 
reported  on  your  original  return;  or 

•  your  return  is  adjusted  or  audited  by  the  Internal  Revenue  Service  (IRS), 
resulting  in  a  change  in  the  income  you  reported  on  your  original  return  for 
Massachusetts  purposes. 

NOTE:  The  IRS  shares  the  results  of  audits  with  the  Massachusetts  Department 
of  Revenue  (DOR).  You  must  report  changes  made  by  the  IRS  to  DOR  within 
one  (1)  year  of  the  time  a  final  determination  is  reached  by  the  IRS. 

Is  Form  33X  the  Only  Form  I  Have  to  File  to  Change  My 
Original  Return?  

Generally,  if  you  have  filed  and  later  discover  that  you  must  amend  your  in- 
dividual income  tax  return  to  make  an  additional  payment  or  to  request  a  refund, 
you  need  only  file  Form  33X.  If,  however,  you  are  requesting  a  refund  or  a  reduc- 
tion in  the  tax  due  and  have  previously  received  a  bill  or  other  adjustment  to 
your  tax  return  from  DOR,  do  not  use  Form  33X.  You  must  file  an  Application 
for  Abatement,  Form  CA-6,  to  request  a  refund  or  a  reduction  in  tax  when  you 
have  been  billed,  or  your  return  has  been  previously  adjusted  by  DOR.  Form 
CA-6  may  be  obtained  by  visiting  any  DOR  location  or  calling  our  Taxpayer  As- 
sistance Bureau  at  (617)  727-4545  or  in-state  toll-free  at  1-800-392-6089.  See  the 
discussion  regarding  bills  and  notices  of  assessment  on  page  54. 

You  must  attach  revised  schedules  for  any  item  calculated  on  schedules  which 
you  are  changing  on  your  amended  return.  For  example,  if  you  are  changing  the 
amount  of  income  you  reported  from  your  business  or  profession,  you  must  at- 
tach a  new  Schedule  C  to  your  Form  33X.  If  you  are  reporting  a  federal  audit, 
you  must  attach  the  final  audit  results.  The  IRS  will  often  provide  this  information 
to  you  on  an  IRS  Revenue  Agent's  Report  or  on  a  Form  CP-2000. 
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Is  There  a  Time  Limit  on  When  I  Can  File  a  Form  33X? 


Yes.  You  are  generally  only  allowed  to  request  a  refund  of  taxes  paid  if  one  of 
these  conditions  is  met: 

1.  The  request  is  made  within  three  years  of  the  original  due  date  of  the  return 
without  regard  for  any  extensions  which  were  granted  for  that  return.  For  ex- 
ample, a  1990  tax  return  is  due  on  April  16,  1991,  so  a  reduction  in  the  tax 
paid  on  that  return  may  be  requested  up  until  (but  must  be  received  by)  April 
16,  1994  unless  a  later  date  can  be  reached  by  applying  the  second  condi- 
tion below. 

2.  The  request  is  made  within  one  year  from  the  date  you  receive  the  final 
determination  of  an  IRS  audit  which  results  in  a  change  to  f^assachusetts  in- 
come. For  example,  the  IRS  audits  a  1990  return  and  makes  a  final  deter- 
mination on  January  20,  1994  that  the  taxpayer  overstated  income.  The 
taxpayer  has  until  January  20,  1995  to  request  a  refund  from  Massachusetts 
based  on  the  audit. 

If,  however,  you  are  reporting  an  additional  tax  due,  there  is  no  time  limit  for  fil- 
ing the  Form  33X.  You  may  be  required  to  pay  interest  and  penalties  if  you  file 
Form  33X  after  the  due  date  of  the  return. 

Will  I  Owe  Any  interest  or  Penalties?  

You  will  be  required  to  pay  interest  and  penalties  if  your  amended  return  fits  into 
the  categories  explained  below. 

Interest:  You  are  making  a  tax  payment  after  the  due  date  of  the  original  return. 
The  current  interest  rate  is  18%  per  year. 

Federal  Change  Penalty:  This  penalty  applies  if  you  fail  to  file  Form  33X  within 
one  year  of  a  final  determination  of  the  federal  audit  which  increased  your 
Massachusetts  taxable  income.  The  penalty  is  10%  of  the  additional  tax  or  $100, 
whichever  is  less. 

How  Do  I  Complete  Form  33X?  

On  Form  33X,  write  your  income,  deductions  and  exemptions  as  you  originally 
reported  them  on  your  Form  1,  ABC  or  1-NR;  the  changes  you  are  making;  and 
the  corrected  amounts.  Then,  figure  the  tax  on  the  corrected  amount  and  the 
amount  you  owe,  or  the  amount  of  your  refund.  If  you  owe  a  tax,  you  must  pay 
the  full  amount  with  Form  33X.  The  tax  owed  will  not  be  subtracted  from  any  re- 
fund you  have  not  yet  received  or  from  any  amount  you  had  credited  to  your 
1990  estimated  tax. 

After  you  finish  your  Form  33X,  check  it  to  be  sure  it  shows  all  the  information 
requested.  Do  not  forget  to  show  the  year  of  your  original  return  and  the  explana- 
tion for  all  changes  made.  Be  sure  to  sign  your  return  and  attach  any  forms  or 
schedules  needed  to  explain  your  changes. 

Where  Should  1  Mail  the  Completed  Form  33X  and  Payment? 


if  making  a  Federal  Change 
Payment,  mail  to: 

Mass.  DOR 
P.O.  Box  7020 
Boston,  MA  02204 


For  All  Other  Payments, 

mail  to: 

Mass.  DOR 
P.O.  Box  7011 
Boston,  MA  02204 


If  Requesting  a  Refund, 

mail  to: 

Mass.  DOR 
P.O.  Box  7031 
Boston,  MA  02204 
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Examples  of  Completed  Tax  Forms  - 
Form  1  and  Form  1-NR 


This  section  illustrates  two  fictitious  tax  situations,  one  for  a  resident  who  uses 
Form  1  and  the  second  for  a  nonresident,  who  must  use  Form  1-NR. 


Example 


Mary  and  John  are  married,  retired,  and  residents  of  Massachusetts.  John 
reached  age  65  during  1990,  Mary  is  63  years  of  age.  John's  taxable  pension  in- 
come for  tax  year  1990  was  $19,800.  He  has  maintained  a  small  business  selling 
cranes,  from  which  his  net  business  income  was  $5,500.  They  live  in  a  three- 
family  house  and  rent  out  two  of  the  apartments.  In  1990,  their  gross  income 
from  the  rental  property  was  $26,000.  Their  U.S.  and  Massachusetts  net  rental 
income  from  real  estate  after  deducting  allowable  rental  expenses  was  $8,000. 
On  July  14,  1990,  they  sold  stock  in  the  Gillette  Corporation  for  $15,000.  The 
stock  was  originally  purchased  on  June  4,  1986,  for  $8,600.  Last  spring  Mary 
won  $300  playing  bingo.  John  and  Mary  made  estimated  tax  payments  of  $2,200 
during  1990  ($550  for  each  quarter).  This  is  what  Mary  and  John's  Form  1  would 
look  like. 
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10 


12 


13 


ATTACH  AOOITIONAL  STAT€UtNTt  If  MOM  SPAC£  IS  NCEOeD 


ToV\n 


If  a  lOifiT  fetu'n,  spouse's  first  n 


Ls&\  name 


addmss  (j 


Present  sireei  add^ss  (and  apt  number) 

^3    ^o»fc  5-frgef 


r 


City/Towin/Post  Ofli 


_  Single 

W^Married  filing  joint  retunn 

(Both  must  sign  return  on  back) 

H  Man-ied  filing  separate  return 
(Enter  full  name  of  spouse)   


C  theck  Do« 
filing  boih 
Form  1-NR 


Check  tj 


DOR  and  the  IRS  routinely  share  computer  tapes  and  audit 
results.  Differences,  other  than  those  allowed  under  State 
law,  will  be  identified  and  may  result  in  audH  or  further 
Investigation.  


You'  Social  Secu'dy  Number 


Spouse  s  Social  Secui 

5yf>  78  atfl'H 


completely  revised  and 
rewritten  Please  read  the 
instructions  tor  each  Item 
before  entering  any 
amounts. 


TOTAL 


2  Wages,  salanes,  tips,  and  other  employee  compensation  (from  all  W-2  Forms) 

3  Taxable  pensions  and  annuities  (see  instructions) 

4  Alimony  received  (from  U  S  return) 

5  Business/profession  or  farm  income  or  (loss)  (attach  Mass  or  U  S  Schedule  C  or  U  S.  Schedule  F) 

6  Rental  income  or  (loss)  from  real  estate  (attach  Mass  and  U  S  Schedule  E) 

7  Partnership  and  S  corporation  income  or  (loss)  (attach  Mass  and  U  S  Schedule  E) 

8  Trust  income  or  (loss)  (attach  Mass  and  U  S  Schedule  E) 

9  Royalty  and  REMIC  income  or  (loss)  (attach  Mass.  and  U  S  Schedule  E) 
Unemployment  compensation  (from  U  S  return) 

Winnings,  fees,  taxable  IRA/Keogh  dislnbutions,  other  5  95%  income 
List  sources  and  amounts   ^  30O  iAii'l^iO^i"  Ipi^^fr 

Interest  from  Massachusetts  banks  Beg>n  t?y  /isftng  Mas5ac/7useffs  baMs  and  amounts  of  interest 


1 

i 

1 

Total  interest  from  Massachusetts  banks  (J2^ 
Enter  exemption:  $200  if  marned  filing  jointly,  otherwise  enter  SlOO  I2t3 

1 

Interest  after  exemption  SuOtmct  I2b  from  12a  DO  NOT  ENTER  LESS  THAN  "0" 
TOTAL  S.95H  INCOME.  Add  Items  2  through  12 


CD 
CD 

CD 
CD 
CD 
CD 
CD 
CD 
Go) 
© 


I  %  Boo 

300 

33,fcoOi- 


14  Amount  you  paid  to  Soc  Sec  (FICA),  Railroad.  U  S  ,  Mass  Retirement  NOT  MORE  THAN  $2,000 

15  Amount  spouse  paid  to  Soc  Sec  (FICA),  Railroad.  U.S.,  Mass  Retirement  NOT  MORE  THAN  $2,000 

16  Child  under  age  15.  or  disabled  dependent/spouse  care  expenses  (attach  U  S  Form  2441) 

17  Dependent  member  of  household  under  age  12  on  December  31,  1990  (only  if  not  claimjr>g  ttem  16). 

Enter  one  $600  amount  Child's  name  (U  a  part-year  resident,  see  instructions). 


® 
® 

(3D 

cdl 


18 


50%  rental  deduction,  il  applicat>le.  S2500  maximum  per  return  (see  instructions).  If  Item  18  is  not 
completed,  this  deduction  will  NCH"  be  allowed  Begin    listing  your  pnncipal  Mass  r^srdences  rented  in 
1990  only.  DO  NOT  include  separately  stated  charges  for  furnishings  utilities,  parking,  etc 


tOUR  ADDHESS 

LANDLCmO  S  NAME  &  ADDRESS 

DATES 

RENT  PAID  IN  1990 

1 

1 

Total  qualified  rent  paid  by  you  duhng  1990 

Divide  amount  in  18a  by  two  f~2)  I8t3 

1 

Allowable  employee  business  expenses  (complete  worksheet  in  instructions  and  attach  U  S  Form  2106) 
Penalty  on  early  savings  withdrawal  (from  U,S,  return) 
Alimony  paid  (from  U  S  return) 

Alimony  Recipient's  Name  and  Soc  Sec  Number  

TOTAL  OEDUCTIONS.  AM  Items  14  through  21 


18 

(JD 
@ 
(ID 


-O- 


24    5.95<Vb  INCOME  AFTER  DEDUCTIONS.  Subtract/tern  23fromttemUDONOTENTERLESSTHAN'-0" 

(Please  carry  over  the  amount  in  Item  24  to  the  top  of  nexl  page) 


24 1  as.fcoo- 
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Mary  and  John  have  a  long-term  capital  gain  of  $6,400  ($15,000  selling  price 
minus  the  $8,600  basis)  from  the  sale  of  their  stock.  After  applying  the  50%  long- 
term  capital  gain  deduction  on  their  Massachusetts  Schedule  D,  John  and  Mary 
report  a  $3,200  capital  gain  in  Item  36  on  their  Form  1 . 

Before  mailing  their  Form  1,  John  and  Mary  attach  a  Mass.  or  U.S.  Schedule  C, 
and  copies  of  Mass.  and  U.S.  Schedules  D  and  E  to  support  the  amounts  report- 
ed in  Items  5,  6  and  36  on  Form  1 . 


24   5  95»»  INCOME  AFTER  DEDUCTIONS  (trom  olhef  side)  NOT  LESS  TH*N  0 


25  Pefsonal  exemptions  n  single  cx  rnarned  filing  separately  enter  S2-200 

26  Persor\al  exemptions  II  marrieO  filing  lomtly.  enter  $4,400 

27  Number  Of  dependents  (do  not  irv:iude  yourself  or  your  spouse)  Enter  number 

28  Age  65  or  over  before  1991   ^you.  I  i  spouse,  if  filing  jointly  Enter  nunibcr 


38 


SI. 000 
xSTOO 


29  Medical  and  dental  expenses  (only  if  claiming  itemized  deductKXis  on  u  S  Form  1040) 

30  Blindness  exemption  .  you.      spouse,  if  filing  pintly  Enter  numt>er  x  S2,200 


Adoption  agency  fee  exemption  (see  instructions)  ( 
TOTAL  EXEMPTIONS.  AM  Items  25  Otmugh  31.    Enter  total,  unless  you  were  a  pan-year  resident,  a 
nonresident  or  a  beneflciary  of  a  Mass.  estate  or  trust.  If  a  pan-year  Mass  resident  enter  days  as  a 
resident  -365  =  x  (the  total  of  Items  25  tfirougfi  31 )  ( 


o 

70»  - 


33  TAXABLE  S.9S4ti  INCOME  SuPtracI  Item  32  Irom  Item  24.  OO  NOT  ENTER  LESS  THAN  ' 

34  TAX  FROM  TABLE  i  (green  table).  II  Item  33  is  more  than  S80.000.  multiply  by  .0595 


2.n.  s-po  I  - 


W I- 


35  Interest  and  diwsends  (anacfi  Mass  Schedule  B.  if  appiicaole) 

36  Capua)  gain  (attach  Mass  and  U  S  Schedule  D)  IF  (LOSS)  SfTER  "0'  (%) 

37  Subtotal  1 2«*  income  AM  Items  35  and  36  37 
Exemptions  from  1 2%  income,  if  any  (only  if  single,  or  if  mamed  filing  jointly)  It  Item  24  is  LAAGER  than  Item  32. 

enter  0  "  H  Item  24  is  SMALLER  than  Item  32.  sutitract  Item  24  from  Item  32    38  g 


39  TAXABLE12HINCOME.Su6tfaclrtem38from/»em37.NOTLESSTHAN  0  39 

40  TAX  FROM  TABLE  II  (grey  table).  H Item  39  is  more  man  S80.0O0.  multtp/y  by  .12 


40 


®You  may  qualify  for  No  Tax  Status  or  the  Umiied  Income  Credit  if  your  income  is  S14.000  or  less  if 
single,  or  S2i  .000  or  less  if  mamed  filing  (Ointfy  Complete  Schedule  NTS-L  to  see  if  you  qualify 
No  Tax  Status  (attach  Mass  Schedule  NTS-L)  If  Mass  Adiusted  Gross  Income  is  $8.000  or  less  if  single. 

or  $12,000  or  less  if  mamed  filing  loinily.  enter  amount  of  Mass  AGI  41    |  ,  '[ 

TAX.  4<W  /terns  34  *  40.  H  No  Tax  Status  check  box  and  enter  "O"  |  42 
Limited  Income  Credit  (attach  Mass  Schedule  NTS-L)  _  (@ ; 


42 
43 

44  Credits:  Inrome  tax  paxJ  to  arxjther  state  or  junsdictton  i  ,  (attach  Mass  Schedule  F  and  copies  of  returns); 

Energy  ^  (attach  Mass  Schedule  EC);  Lead  Paint  D  (attach  Mass  Schedule  LP  and  CLP); 
Unrversa)  Health  Caie  Credit  ^  (anach  Mass.  Schedule  UHC)  

45  Total  credits  Aoa  items  43  ana  44   

46  TAX  AFTER  CREOITS.  Subtract  Item  45  from  Item  42.  NOTLESS  TMANJ^O' 

47  Voluntary  contribution  to  Mass  Election  Campaign  Fund   Si  You:  I  SI  Spouse,  if  filing  jointfy 

48  Voluntary  contnbutton  to  Organ  Transplant  Fund 

49  Voluntary  contnbutton  for  Endangered  Wildlife  Conservation 

50  Voluntary  contnbution  to  Massachusetts  AIDS  Fund 

51  TAX  AFTER  CREDITS  PLUS  VOLUNTARY  CONTRIBUTIONS.  Add  Items  46  through  50  

52  Mass  income  tax  withheld  (attach  all  Mass  W.2  W.2G.  W-2P  &  1099  forms)  (S) 

53  i  990Mass  estimatedtaxpaymentsdncludecredilfrom  i989Mass  return)  (g) 

54  PayrT>ents  made  with  extensKxi  (attach  Mass  Form  M-4868)  @) 

55  TAX  PAYMENTS.  Add  Items  52.  S3  and  54 


\Z.2.00  I- 


56  Ovefpaymeni  tf /rem  57  «  S*ULi£R  tf)an /rem  55.  suOfracf /Tern  5 T  from /rem  55. 

57  Amount  of  ovefpaymeni  you  want  apptied  to  your  1991  Mass  Estimated  Tax  ^7) 

58  AMOUNT  OF  YOUR  REFUND.  SuCtract  Hem  57  from  «em  56 


59  AMOUNT  OF  TAX  YOU  OWE.  Subinct  Item  55  ^rom  ftem  5T  and  pay  in  full  with  this  return 


Wnte  Soaai  Security  Number  on  lower  left  corrier  of  check  ana  make  payable  to  CommonweaUfi  of  Mflssac/iuserrs 

 Ado  10  me  rota  in  Bern  59  if  appkatue  intyesl  S  Penaffy  S  M-22'!0  amouni  S__^_  EX  ,  (artacfi  Form  M-22iOf  

UnoefperwItiM  of  perfury  J  declare  tf^  I  have  examined  thtsretum.tncl^  | 

ana  :)e\>ef    s  true  correci  and  complete  Dedaratxvi  of  preparer  (other  than  taxpayer)  ts  t>3sed  on  all  mformaDon  of  when  he/she  has  knovwledge 

'  xjf  5i9r-.ar_irp  Data  OccupaBon  |  Spouse  s  agnahtfe  (if  Ong  Occupa»or>  ! 

Q>  =>aic  Dreoare'^  si^naxe  &  Soc  Sec  Ni.mo©f  Date  ■'■        —        r  "vc 


H  rr^awng  PAVVENT  fT\a)  lo  Mass  DO«  P  C  8o»  7003,  Bos-'cr  MA  022O* 


OneriMse  'T%aJicUas5  OOft  P.O.  Box  TDOO.  Bcsxr  MA  0220c 


WARNING:  Willful  tax  evask>n — (rKludir>g  underTeportir>g  ir>come.  overstating  deductions  or  exemptiorts  or  fatlirtg  to  file  and  otf>er- 
wise  evade — is  a  fetony.  Convtction  can  result  in  a  fail  term  of  up  to  frve  years  arxl/or  a  fine  of  up  to  $100,000. 


Examples  of  Completed  Fomns 


Karen  is  divorced  and  a  resident  of  Rhode  Island.  She  works  in  New  Bedford, 
Massachusetts  and  supplements  her  income  waitressing  on  weekends  in  Rhode 
Island.  She  lives  in  a  rented  apartment  with  her  three  children,  ages  5,  11,  and 
16.  Her  income  for  1990  includes:  $34,000  from  Massachusetts  source  wages, 
$5,300  from  waitressing,  $1,000  in  interest  from  her  savings  account  in  a  Rhode 
Island  bank,  and  $12,000  from  alimony.  Massachusetts  income  tax  withheld  from 
wages  totalled  $2,023,  and  social  security  tax  paid  from  Massachusetts  wages 
was  $2,600.  How  would  Karen  complete  her  Form  1-NR? 


FORM 

1-NR 


MASSACHUSETTS  NONRESIDENT  INCOME  TAX  RETURN  1990 


n.»Sf  pfiiHi  IN  INK  Oft  rrpe 


AfTMCM  AOOITIOMJU.  SMTfMCNrS  If  tfOAT  SP4CE  IS  MfOCD 


Fo- t^e  yea' Jar>i>*>  1  -0»e«ml>*i3I  1990or  Oiner  ISJiaMirCV  Mginmng                                                               1990  en(Jir\g  19 

YOU'  lirst  name  anc)  initial                                                                                                     Lasi  name 

Your  Social  Security  Number 

II  aiomi  return  spouse's  first  name  and  initial                                                                        *  Last  name 

Spouse's  Social  Security  Number 

1  1 

Present  street  address  (and  apt  number) 

_   Check  Bo> 

liling  both 
Form  I  and 
Form  l-NR 

Chech  Boa 
if  your  name 
and  address 
changed  sir^e 
1969 

.    Chech  box  if  using 
whoie-do'tar  method 

CiiyTown/Posf  Ciice                               Slate  ZIP 

This    form    has  been 
completely  revised  and 
rewritten.  Please  read  the 
instructions  for  each  Item 
before     entering  any 
amounts. 

„  Married  filing  jotnt  return 
(Both  must  sign  return  on  back) 
Married  filing  separate  return 

DOR  and  the  IRS  routinely  share  computer  tapes  and  audit 
results.  Differences,  other  than  those  allowed  under  State 
law,  will  be  identified  and  may  result  in  audit  or  further  | 
investigation.  | 

(enter  full  name  of  spouse)  _ 


2  Total  income  from  U  S  1040,  line  23,  ICMOA.  line  14.  or  1040EZ.  line  3 
In  Items  3  through  12.  only  report  income  derived  from  Mass.  activities  (Mass.  source  income).  See  instructions  and  use 
Item  14  t>elow  if  appropriate. 

3  Wages,  salanes,  tips,  other  employee  compensation  (Irom  all  W-2  Forms  or  Item  14  below) 

4  Taxable  pensions  and  annuities 

5  Unemployment  compensation 

6  Business/prolession  or  farm  income  or  (loss)  (attach  Mass.  and  U  S  Schedule  C  or  U  S  Schedule  F) 

7  Rental  income  or  (loss)  from  real  estate  (attach  Mass  and  U  S  Schedule  E) 

8  Pannership  and  S  corporation  income  or  (loss)  (attach  Mass  and  U  S  Schedule  E) 

9  Trust  income  or  (loss)  (attach  Mass  and  U  S  Schedule  E) 

10  Royalty  income  or  (loss)  (attach  Mass  and  U  S  Schedule  E) 

11  Other  5  95%  income  (winnings,  fees,  taxable  Keogh  distributions,  etc ) 
List  sources  and  amounts   

12 


CD 
CD 
® 
CD 
CD 
CD 


13 


Taxable  interest  from  Mass  banks  (taxable  only  if  connected  with  business  activity  in  Mass.)  See  instructions. 

List  bank(s)  Total  interest  (32J)  1  |_ 

Enter  exemption:  S200  if  married  filing  jointly,  otherwise,  enter  $100  ^2a  \  i_ 

Interest  after  exemption  Subtract  I2b  Irom  I2a  00  NOT  ENTER  LESS  THAN  "0."  12 
TOTAL  5.95M1  INCOME.  Add  Items  3  through  12  13 


14  APPORTIONMENT  WORKSHEET:  Do  not  use  this  worksheet  if  you 
know  the  exact  amount  of  your  Mass  source  income  Use  only  when 
the  income  from  an  employment  or  business  is  earned  both  mside  and 
outside  Mass  and  the  exact  Mass  amount  is  not  known. 

Working  days  (or  other  basis)  ouistde  Mass.  i 

Working  days  (or  other  basis)  inside  Mass.  i 

Total  working  days  Add  Items  I4a  and  14b  1 

Nonworking  days  (holidays,  weekends,  etc.) .  r 

Mass.  ratio  Divide  Item  I4b  by  Item  I4c  . .  , .  t 

Total  income  being  apportioned    V 

Mass  income  Multiply  Item  I4e  by  Item  14f. 

Enter  here  and  in  appropriate  item  above,  r 

Basts,  if  other  than  working  days   


1 5  DEDUCTION  AND  EXEMPTION  RATIO:  All  nonresident  taxpayers  must 
complete  this  item  to  determine  the  ratio  tor  apportioning  the  deductions  m 
Items  19, 19.  and  21  and  the  exemptions  in  Item  32.  (Enter  "0"  if  any  income 
amount  is  a  loss  ) 


Total  5  95%  income  (from  Item  13) 
Interest  exemption  {smaller  of  Items  1 2a  or  1 2b) 
Total  12%  income,  if  any  (from  Item  37on  back) 
Total  income  this  return  Add  Items  iSa.bandc 
Non-Mass,  source  income 
Total  income  Add  Items  iSdand  I5e 
Deduction  and  exemption  ratio 
Dtvide  Item  1 5d  by  Item  1 5f 


15a  I 

®[ 

15c 

isa 


3%  o»o  I  - 


/5;iPtf  1- 


n.\^\s\i>\/\ 


Items  16, 17  arid  20  must  be  related  to  Mass.  source  Income  only. 

16  Amount  you  paid  10  Soc  Sec  (FICA)  RR,  U  S  .  Mass  Retirement  NOT  MORE  THAN  $2,000 

17  Amount  spouse  paid  to  Soc  Sec  (FICA).  RR  u  S  .  Mass  Retirement  NOT  MORE  THAN  $2,000 

18  Child  under  age  1 5,  disabled  dependent/spouse  care  expenses  (attach  U  S  Form  2441)  x  Item  15g 

19  Dependent  memtier  of  household  under  age  12  on  December  31 ,  1990  (only  if  not  claiming  Item  18). 
Child's  name         1         ^  ft-  V  Multiply  one  $600  amounl  by  Item  ISg 

20  Altowable  employee  business  expenses  (See  worksheet  in  instructions  and  attach  U  S  Form  2106  ) 

21  Alimony  paid  (from  U  S  return)  x  flem  I5g  Recipient's  soc  sec  numt)er  

22  Rental  deduction  (attach  Mass  Schedule  RD-NR)   

23  Penalty  on  early  savings  withdrawal  (from  u  S  return) 
I  24  TOTAL  DEDUCTIONS.  Add  Hems  16  through  23 


dDL 
ClDL 


(3D 
® 
■  d!) 
@ 
(g) 
(S) 


25  5.95%  INCOME  AFTER  DEDUCTIONS.  Subfracf  Item  24  from  Item  13.  DO  NOT  ENTER  LESS  THAN 
I       (Please  carry  over  the  amount  in  Item  25  to  the  top  of  the  next  page.) 


25  I  5/.  UIO  I  -~l 


49    Examples  of  Completed  Forms 


2i  S.9SH  INCOME  AFTER  DEDUCTIONS  (from  oth»r  tide)  DO  NOT  ENTER  LESS  THAN  "0" 


2s !  5/.fr/«.-l 


26  Personal  axemptions  II  tingle,  or  married  filir%g  separately,  enter  $2,200  26 

27  Personal  exemptions  II  married  tiling  jointly,  enter  S4. 400  27 

28  Number  ol  dependents  (not  you  or  your  spouse)  Enter  Number  L3^  x  11.000  • 

29  Age  65  or  over  betore  1991  □  you,  □  spouse  it  filing  loiniiy  Enter  number                    [I  i  x  I  700  • 

30  Medical  and  dental  expenses  (only  if  claiming  Itemized  deductions  on  u  S  Form  1040)  (^) 

31  Blindness  exemption  □  Adoption  agency  lee  exemption  □  (See  inslruclion*)   (JT)  [ 

32  TOTAL  EXEMPTIONS.  Add  /lem»  26  mrougfi  31.  Enter  sum  here  j                      |  Uunipty  by 
Item  I5g  Enter  tfie  result  in  Item  32,  unless  you  were  also  a  part  year  resident  (See  instructions  )  @)  I  9,9^  I   i  ^ 


33  TAXABLE  S.9SH  INCOME  Sublraci  flem  32  from  /tern  25,  00  NOT  ENTER  LESS  THAN  "0 

34  TAX  FROM  TABLE  I  (orange  table).  If  Item  33  is  more  than  $80,000  multiply  by  0595 


33  |g*,  2.M. 


In  Items  35  and  36.  rtpon  Income  from  Mass.  sources  only  See  Instructions. 

35  Inieresi  and  dividends  (attach  Mass  Schedule  B-NR,  if  applicable)  Q 

36  Capital  gain  (attach  Mass  andUS  Schedule  D)  IF  (LOSS).  ENTER  "0  Q 

37  Subtotal  12>*  income  Add /fems  35  and  36  ; 

38  Ex  emptiorw  from  1 2%  income  .ifany(onlyi(single,ori(  married  filing  joindy)  It  Item  25  «  LAflGER  than  Item  32.  entei 
n  Item  25  IS  SttAUJER  than  Item  32.  subtract  Item  25  trom  Item  32  38  |  Q  , 


39  TAXABLE  12H  INCOME.  Sublraci  ftem  38  trom  Item  37.  NOT  LESS  THAN  "0 

40  TAX  FROM  TABLE  II  (grey  table).  If  Item  39  is  more  than  $80,000  multiply  by  12 


40 


f^mi  You  may  qualify  for  No  Tax  Status  or  the  Limited  Income  Credit  II  your  incvne  is  $14,000  or  less  if  single,  or  $21 ,000  or 
^jUlf'  less  if  mamed  tiling  jointly,  complete  Schedule  NTS-L-NR  to  see  it  you  quanfy 

41  NoTax  Status  (attach  Mass  Schedule  NTS-L-NR)  If  f^ass  Adjusted  Gross  Income  is  $8.000  or  

less  if  single  or  $12.000  or  less  if  mamed  filing  jointly,  enter  airwunt  of  Mass  AGI        41  i  i  ] 

42  TAX,  Add  Hems  34  and  40.  II  No  Tax  Status,  check  bo«  and  enter  "O"  I  I 

43  Limited  Income  Credit  (attach  Mass  Schedule  NTS-L-NR) 

44  Lead  Paint  Credit  (attach  Mass  Schedule  LP  and  CLP)   

45  Universal  Health  Care  Credit  (attach  Mass  Schedule  UHC) 


® 
® 
® 


42  I  - 


/.^7f  I  ' 


46  TAX  AFTER  CREDITS.  Subtract  the  total  ol  Items  43.  44.  and  45  Irom  Item  42.  NOT  LESS  THAN  "0  "  46 

47  Voluntary  contribution  to  Organ  Transplant  Fund  (4^ 

48  Voluntary  contribution  for  Endangered  Wildiile  Conservation  @) 

49  Voluntary  contribution  10  Massachusetts  AIDS  Fund  (49) 

50  TAX  AFTER  CREDITS  PLUS  VOLUNTARY  CONTRIBUTIONS.  Add  Items  46.  47.  48.  and  49   50 

51  Mass  income  lax  withheld  (attach  all  Mass.  Forms  W-2,W-2G.W-2P&  1099)        (Jt)  i    i,OZ'i  " 

52  1990  Mass  estimated  lax  payments  (include  credit  from  1989  Mass  return)  (Sg)  O  ■ 

53  Payments  made  with  extension  (attach  Mass  Form  M-4868)  (f3)  1   Q  

54  TAXPAYMENTS.  Add  Hems  ST.  52  and  53  54  |  Z,0  2J  |— 


0 


55  Overpayment  //  Item  50  is  S¥ALL£R  than  Item  54.  subtract  Item  50  Irom  Item  54 
II  Item  50  IS  LARGER  than  Item  54.  skip  to  Item  58 

56  Amount  of  overpayment  you  want  applied  to  your  1991  Mass  estimated  taxes 

57  AMOUNT  OF  YOUR  REFUND.  SubfrscI  Kern  56  Irom  Item  55 


58  AMOUNT  OF  TAX  YOU  OWE.  Subtract  Item  54  from  Item  50  and  pay  in  full  with  this  return  (|8)  |  i  | 

Write  social  security  number  on  check  and  make  payable  to  Commonwealth  of  Massachusetts.  . — . 

include  m  me  toiai  m  item  58.  if  applicable  interest  $  Penalty  $  M-2210  amount  $  EX  1  I  {anach  Mass  Form  M-2210) 


Location  ol  l«oal  r»s<dence  (cx>micite)        ^  i 


Stale  Of  Fore^n  Counlry 


XPTodt  ¥32r72r 


«e«amir>eOif 


1,  inctuOingaccoTipanyirig  schedules  ai^a  siaiefnef^i 


a toi^e&esiol  my  « 


a  bef«et  -t  is  n-ue  correci 


Spouse  s  Signature  (if  irting  lomity  BOTH  musi  s>gn)  Occuoatwn 

^50^  Pa  c  D'era-e' s  s-gra-^'e  i  si:  a  seer    ni^mDer                                  Dale  • 

Cwck  (f                   1  Emptoye' t<Jenii(>cat<ofi  nufnbe* 

□     1  1 
employee               1  j 

Firm  name  (or  yourt.  rf  saH-emfATyed)  and  address 


II  making  PAYMENT  ma.iioMass  OOR.  P.O.  Boi  7055.  Boston.  MA02204  Ppr  an  otr%e' RETURNS  ma>i  to  Mass  OOR  PO.  Boa  70S4.  Boston  MA022O4 

M  filing  BOTH  Form  i-NH  and  Form  1,  mail  bom  loP.O  Bo*  705S. 


Examples  of  Completed  Forms 


Administrative  Information 


Where  Can  I  Get  Help  in  Figuring  Out  l\/ly  Income  Tax 
Situation?  

DOR'S  Taxpayer  Assistance  Bureau  (TPA)  can  assist  taxpayers  with  all  aspects 
of  complying  with  the  Commonwealth's  personal  income  tax  laws,  including: 

•  Supplying  forms; 

•  Determining  which  forms  and  schedules  to  use; 

•  Preparing  tax  forms; 

•  Locating  a  refund  that  is  overdue; 

•  Explaining  estimated  tax  requirements; 

•  Providing  special  educational  programs  for  high  school  students,  retirees  and 
other  groups. 

For  a  full  list  of  TPA  telephone  numbers,  please  see  the  directory  on  the  back 
cover  of  this  guide.  DOR  also  publishes  A  Guide  to  Taxpayer  Assistance  that  out- 
lines all  of  TPA's  services  available  to  the  public,  free  of  charge.  (Please  see 
"Where  Can  I  Get  Help  and  Forms?"  at  the  end  of  this  guide  for  a  complete  list 
of  other  resources  available  to  taxpayers  who  have  particularly  complicated  tax 
issues.) 

Are  There  Special  Programs  Available  to  Taxpayers  During  the 
Income  Tax  Filing  Season?  

Yes.  From  January  through  April,  DOR  conducts  special  filing  season  workshops 
at  outreach  locations  throughout  Massachusetts  and  neighboring  states.  Please 
call  TPA  or  your  nearest  DOR  office  (listed  in  the  directory)  for  a  complete 
schedule. 

My  Tax  Situation  Is  Very  Complicated.  How  Can  I  Get  Guidance 
on  My  Responsibilities  from  the  Department?  

DOR  administers  the  laws  governing  all  types  of  state  taxes  strictly  according  to 
the  Massachusetts  General  Laws.  The  Department's  MASSTAX  Guide  is  an  ex- 
cellent place  to  research  any  state  tax  issue.  The  MASSTAX  Guide,  which  is 
printed  in  seven  volumes,  is  updated  quarterly  and  contains  DOR  policy  state- 
ments as  well  as  other  legal  developments  and  law  changes.  Along  with  the 
volumes  devoted  to  specific  taxes  such  as  personal  income,  and  sales  and  use, 
etc.,  the  IVIASSTAX  Guide  has  an  administrative  volume  that  provides  and 
describes  in  more  detail  the  enforcement  and  appeals  procedures  that  are 
described  in  this  brochure.  The  l\/IASSTAX  Guide  is  available  at  the  State  House 
Library  as  well  as  at  libraries  throughout  Massachusetts.  Sets  of  the  MASSTAX 
Guide  may  be  purchased  through  West  Publishing  by  calling  1-800-328-9352. 

DOR'S  Rulings  and  Regulations  Bureau  issues  public  written  statements  that 
explain  the  Commonwealth's  tax  laws  in  detail.  These  documents  are  useful  tools 
for  taxpayers  and  tax  practitioners  who  want  to  know  DOR's  official  stand  on  an 
issue. 

Unlike  oral  advice  from  the  Department,  which  is  advisory  only,  the  range  of 
DOR's  public  written  statements  listed  on  the  following  pages  are  official  state- 
ments of  DOR  policy. 


51     Administrative  Information 


Many  complicated  questions  comnnonly  raised  by  taxpayers  are  answered  in  one 
of  the  following  DOR  public  written  statements: 

Regulations  are  DOR's  official  interpretations  of  Massachusetts  tax  statutes. 
DOR  issues  regulations  after  public  hearings  in  order  to  communicate  to  taxpay- 
ers and  their  representatives  its  position  on  a  particular  issue  or  specific  provi- 
sions of  the  law.  Industry  groups,  tax  professionals  and  private  individuals  are 
encouraged  to  take  part  in  the  regulatory  process. 

Letter  Rulings  are  responses  to  very  specific  technical  questions  that  are  not  al- 
ready covered  in  public  written  statements.  To  get  guidance  on  submitting  a  re- 
quest for  a  letter  ruling,  please  call  the  Rulings  and  Regulations  Bureau  at  (617) 
727-8240.  (Because  a  ruling  is  based  on  one  taxpayer's  specific  facts  and  cir- 
cumstances, DOR'S  response  is  binding  only  to  the  taxpayer  making  the  request, 
although  others  may  use  rulings  as  non-binding  indications  of  the  Department's 
position.) 

Technical  Information  Releases  (TIRs)  explain  changes  in  federal  or  Massachu- 
setts tax  laws.  TIRs  also  communicate  DOR's  response  to  those  law  changes  or 
to  court  decisions  affecting  federal  or  state  tax  laws  or  administration. 

DOR  Directives  are  concise  statements  of  position,  designed  to  clarify  issues  that 
previously  may  have  seemed  ambiguous. 

All  DOR  public  written  statements  are  published  In  the  MASSTAX  Guide.  In  ad- 
dition, if  you  would  like  a  copy  of  any  ruling,  regulation,  TIR  or  Directive,  you  can 
call  the  Rulings  and  Regulations  Bureau  at  (617)  727-8240,  and  one  will  be  sent 
to  you. 

DOR  also  publishes  a  quarterly  Taxpayer  Advisory  Bulletin  (TAB)  designed  to 
keep  all  tax  practitioners  abreast  of  the  most  recent  developments  in  Massachu- 
setts tax  law  as  well  as  within  the  Department.  Copies  of  the  TAB  are  also  avail- 
able at  local  libraries.  If  your  local  library  does  not  receive  the  TAB,  ask  them  to 
order  it  by  calling  DOR's  Publications  Office  at  (617)  727-1322;  it  will  be  sent  to 
them  free  of  charge. 

I  Need  Help  Resolving  an  On-going  Problem  with  DOR.  Is  There 
Someone  Who  Can  Take  on  My  Case?  

Yes.  If  you  have  a  problem  that  began  before  the  current  tax  year  and  has  not 
been  settled  after  at  least  two  contacts  with  the  Department,  then  contact  DOR's 
Problem  Resolution  Office  (PRO).  (More  recent  problems  should  be  handled 
either  through  the  bureau  involved  or  through  TPA.) 

Among  the  types  of  problems  PRO  can  handle  are:  payments  that  have  not  been 
credited  to  a  taxpayer's  account,  even  after  proof  of  payment;  bills  that  have 
been  issued  in  error;  or,  miscommunication  between  bureaus  within  DOR  that 
means  your  problem  has  remained  unsolved. 

Once  you  contact  PRO  and  your  case  is  accepted,  you  will  receive  a  letter  of  ac- 
knowledgment. A  staff  person  will  be  assigned  to  your  case  who  will  handle  all 
dealings  between  you  and  the  Department  until  your  case  is  fully  resolved. 

If  you  need  special  help  untangling  a  problem,  please  call  PRO  at  (617)  727-5880 
or  write  to  them  at  P.O.  Box  7047,  100  Cambridge  Street,  Boston,  MA  02204. 

What  If  I  Want  to  Complain  About  a  DOR  Employee's  Conduct? 

If  you  feel  that  an  employee  was  rude  or  unprofessional,  you  should  ask  to  speak 
to  a  supervisor  about  the  incident.  You  can  also  contact  the  Commissioner's 
Office  directly  at  (617)  727-4201  to  lodge  a  complaint. 

If  you  feel  that  an  employee  may  have  behaved  in  an  unethical  or  illegal  manner, 
you  should  contact  DOR's  Office  of  Internal  Affairs  at  (617)  727-8662.  Internal  Af- 
fairs is  responsible  for  ensuring  the  highest  standards  of  integrity  throughout  the 
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Department  and  conducts  investigations  of  employees  who  are  suspected  of 
wrongdoing.  To  protect  the  integrity  of  DOR,  any  suspicion  of  wrongdoing  should 
be  referred  immediately  to  Internal  Affairs. 

What  If  I  Need  More  Time  to  File  My  Income  Tax  Return?  

If  a  taxpayer  is  unable  to  meet  the  income  tax  filing  deadline,  DOR  will  grant  an 
automatic  four-month  filing  extension.  To  receive  an  extension,  you  must  pay  or 
have  paid  at  least  80%  of  your  total  tax  liability  for  the  year  and  submit  a  Form 
M-4868  by  April  15.  In  certain  cases,  DOR  will  allow  a  further  two-month  exten- 
sion depending  on  the  taxpayer's  individual  circumstances;  taxpayers  must  file 
Form  M-2688  to  request  this  extension.  These  extensions  are  granted  only  if 
DOR  determines  that  the  taxpayer  is  unable  to  file  because  of  "circumstances 
beyond  his  or  her  control."  Taxpayers  should  know  that,  even  though  they  meet 
these  filing  extension  requirements,  interest  will  accrue  on  any  liability  that  is  not 
paid  by  the  original  deadline. 

For  more  information  and  to  obtain  forms,  please  call  TPA  at  (617)  727-4545. 

What  If  I  Haven't  Filed  a  Return  or  Paid  a  Tax  on  Time?  

A  taxpayer  who  fails  to  file  a  required  tax  return  or  fails  to  pay  a  tax  bill  due  the 
Commonwealth  faces  serious  financial  sanctions.  It  is  important  to  note  that  there 
is  no  statute  of  limitations  if  a  return  has  not  been  filed;  in  other  words,  you  can 
always  be  liable  for  the  tax,  plus  interest  and  penalties. 

If  you  discover  that  you  have  not  filed  a  return  for  which  you  were  responsible, 
you  should  contact  the  Department's  Taxpayer  Assistance  Bureau  immediately  at 
(617)  727-4545  or  toll-free  in  Massachusetts  at  1-800-392-6089.  Depending  on  the 
type  of  return,  how  overdue  it  is  and  the  liability  involved,  TPA  can  advise  you 
hov«/  to  settle  your  account  with  the  Commonwealth  most  quickly  —  before  in- 
terest and  penalty  charges  mount  further. 

Under  Massachusetts  state  law,  there  are  penalties  that  are  automatically  applied 
to  late  payments  or  returns.  Most  commonly  a  late  return  will  generate  a  late  file 
penalty  of  one  percent  per  month  of  the  unpaid  tax;  an  unpaid  balance  will 
generate  a  one-half  of  one  percent  late  pay  penalty  per  month.  Late  return  penal- 
ties and  unpaid  balance  penalties  are  each  capped  at  25%  of  the  unpaid  tax. 
Failure  to  respond  to  a  DOR  notice  may,  in  some  cases,  result  in  a  doubling  of 
the  assessment. 

What  Is  the  Sequence  of  Steps  DOR  Can  Take  to  Collect  a  Tax 
That  Is  Due?  

Once  a  taxpayer  receives  a  Notice  of  Assessment  he  or  she  has  30  days  to  set- 
tle the  debt  before  a  Notice  of  Demand  for  Payment  is  automatically  issued.  If  no 
payment  is  received  within  10  days  after  a  Demand  is  issued,  the  account  is  for- 
warded to  the  Collections  Bureau  for  further  action;  if  no  payment  is  received 
within  30  days  after  a  Demand  is  issued,  DOR  has  the  authority  to  send  the 
account  to  a  collection  agency. 

As  a  first  step,  the  Collections  Bureau  will  generally  try  to  contact  a  taxpayer 
either  by  telephone  or  letter.  This  is  another  opportunity  for  a  taxpayer  to  settle 
his  or  her  liability  in  full.  In  certain  limited  circumstances,  the  Department  may  let 
a  taxpayer  settle  a  liability  through  a  short-term  payment  agreement  that  allows 
installment  payments. 

The  Collections  Bureau  can  file  a  notice  of  tax  lien  on  a  taxpayer's  property  or  it 
can  levy  an  asset,  such  as  a  bank  account  or  accounts  receivable.  In  either 
case,  DOR  will  inform  taxpayers  that  a  notice  of  lien  has  been  recorded  against 
their  property  or  that  a  levy  has  been  served.  (A  tax  lien  on  a  property  impedes 
the  sale  or  transfer  of  the  property  until  the  debt  is  settled  and  makes  it  virtually 
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impossible  for  the  buyer  to  obtain  a  mortgage;  a  levy  withdraws  money  from  a 
taxpayer's  assets  —  for  example,  from  a  bank  account  or  from  wages  or  salary 
—  to  satisfy  the  debt.) 

In  some  cases,  usually  after  all  else  fails,  the  Collections  Bureau  will  be  forced  to 
seize  an  asset,  like  a  car  or  a  business,  in  order  to  satisfy  the  debt.  Most  taxpay- 
ers will  receive  a  certified  letter  warning  them  that  their  property  will  be  seized  if 
a  settlement  is  not  reached  within  10  days.  Sometimes,  DOR  will  not  send  a 
warning  letter  if  there  is  a  possibility  that  the  taxpayer  may  hide  or  transfer  an 
asset  to  avoid  seizure. 

Seizures  are  generally  a  matter  of  public  record,  and  DOR  routinely  publicizes 
them. 

How  Far  Back  Can  an  Audit  Go?  

DOR  has  the  legal  authority  to  audit  returns  for  up  to  three  years  after  they  are 
filed.  This  period  is  known  as  the  "open  years".  Additionally,  returns  may  be 
audited  for  up  to  six  years  for  understating  by  more  than  25%  the  tax  or  income 
which  should  have  been  reported.  However,  if  a  taxpayer  has  failed  to  file  a 
return  or  has  filed  a  false  or  fraudulent  return,  there  is  no  time  limit  on  how  far 
back  DOR  can  go  to  discover  a  taxpayer's  true  tax  liability. 

If  there  is  reason  to  believe  that  a  taxpayer  has  filed  an  incorrect  or  insufficient 
return  —  for  example,  not  submitting  all  necessary  schedule(s)  —  the  taxpayer 
may  be  required  to  submit  proof  to  support  the  information  on  the  original  return 
or  to  file  an  amended  return.  For  their  own  protection,  taxpayers  should  keep 
records  for  as  long  as  possible  or  for  at  least  six  years;  the  lack  of  records  may 
make  proving  your  tax  liability  or  verifying  a  payment  difficult. 

What  Happens  If  I  Am  Assessed  Back  Taxes  After  an  Audit? 

If  a  tax  is  determined  to  be  due,  a  Notice  of  Intention  to  Assess  (NIA)  will  be  sent 
to  you.  Taxpayers  who  do  not  dispute  the  findings  of  an  audit  are  encouraged  to 
pay  at  this  point  to  avoid  any  further  penalties  or  interest.  Taxpayers  who  do  dis- 
pute an  audit  finding  may  still  want  to  pay  in  order  to  avoid  additional  penalties 
and  interest  if  they  ultimately  lose  their  appeal. 

At  the  end  of  30  days,  a  taxpayer  who  has  not  paid  at  the  NIA  stage  will  be  sent 
a  Notice  of  Assessment  indicating  the  amount  due.  (If  a  taxpayer  has  paid  in  full, 
the  Notice  of  Assessment  will  show  a  zero  balance  due.)  If  the  bill  is  not  paid 
within  30  days,  the  account  will  be  forwarded  to  the  Collections  Bureau  for  col- 
lection. 

Can  I  Disagree  with  an  Audit  Finding?  

Yes.  If  you  want  to  appeal  an  audit  finding,  there  are  several  stages  at  which  you 
can  request  a  review  of  your  case.  The  first  place  to  start  the  appeals  process  is 
with  an  audit  conference  that  you  can  arrange  within  30  days  after  the  NIA  is 
Issued. 

May  I  Appeal  the  Results  of  an  Audit  Conference  Before  a  Bill 
Is  Issued?  

Yes.  You  can  appeal  the  results  of  the  audit  conference  to  DOR's  Appeal  and 
Review  Bureau  before  the  bill  is  issued.  The  Appeal  and  Review  Bureau  is  a 
separate  office  within  DOR  that  holds  hearings  at  which  both  taxpayers  and  the 
Audit  Division  can  present  their  cases.  Taxpayers  will  have  to  submit  a  complete 
and  accurate  written  statement  of  the  facts  and  the  legal  questions  involved.  Ap- 
peal and  Review  ordinarily  will  hear  all  cases  except  those  that  would  require  it 
to  strike  down  written  policies  of  the  Department,  reverse  a  Massachusetts  court 
decision  or  find  a  tax  law  unconstitutional.  The  DOR  employee  who  made  the  de- 
termination can  refer  your  case  to  Appeal  and  Review  for  you. 
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If,  after  re-examining  your  case  at  an  audit  conference  and  at  Appeal  and 
Review,  DOR  still  believes  that  an  additional  tax  is  owed,  you  will  receive  the  ac- 
tual Notice  of  Assessment.  The  taxpayer  will  also  receive  a  Letter  of  Determina- 
tion from  Appeal  and  Review  explaining  the  basis  for  upholding  the  assessment. 
Once  this  bill  is  issued,  the  Abatement  Bureau  will  handle  the  next  stage  of  your 
appeal. 

I  Just  Received  a  Notice  of  Assessment  That  I  Don't  Agree 
With.  How  Do  I  Appeal  It?  

Notices  of  Assessment,  or  bills,  are  sent  to  taxpayers  either  as  the  result  of  an 
audit  or  as  the  result  of  DOR's  routine  examination  of  a  taxpayer's  records.  If 
there  has  not  been  an  audit,  an  assessment  of  an  amount  due  may  be  made  as 
the  result  of  an  arithmetic  or  clerical  error  or  other  obvious  error  apparent  on  the 
return.  If  this  is  the  case,  DOR  automatically  will  issue  a  Notice  of  Assessment  to 
the  taxpayer. 

If  a  taxpayer  has  questions  about  a  bill  he  or  she  should  call  DOR's  Taxpayer 
Assistance  Bureau  at  (617)  727-4545  or  toll-free  in  t\/lassachusetts  at 
1-800-392-6089. 

If  you  receive  a  Notice  of  Assessment  that  you  want  to  protest,  you  must  file  for 
an  abatement.  Since  you  have  been  billed,  you  should  remember  that  if  you 
choose  not  to  pay  at  this  stage,  DOR  can  continue  to  pursue  collection  activities 
such  as  placing  liens  and  levies  on  property  —  while  the  appeal  is  pending. 
However,  choosing  not  to  pay  at  this  time  will  not  affect  the  outcome  of  your 
appeal. 

To  file  for  an  abatement,  you  must  fill  out  and  submit  an  Application  for  Abate- 
ment (Form  CA-6)  within  the  time  allowed  for  making  an  application.  The  Abate- 
ment Bureau  can  supply  forms  and  answer  your  questions,  including  how  much 
time  you  have  within  which  to  file  an  application  for  abatement. 

At  this  time,  a  taxpayer  may  also  request  a  hearing  with  the  Abatement  Bureau. 
Requests  should  be  made  in  writing  directly  on  Form  CA-6. 

How  Do  I  Appeal  an  Abatement  Bureau  Decision?  

If,  after  an  Abatement  Bureau  hearing,  the  Bureau  upholds  some  or  all  of  the 
assessment  and  you  disagree,  there  is  still  another  appeal  possibility  with  the 
Department:  The  Appeal  and  Review  Bureau  can  hear  cases  at  this  point  as  well 
as  within  30  days  after  a  Notice  of  Intention  to  Assess  is  originally  issued.  The 
Abatement  Bureau  can  forward  your  application  to  the  Appeal  and  Review 
Bureau  at  your  request.  You  should  note,  however,  that  the  Appeal  and  Review 
Bureau  has  the  right  to  reject  your  hearing  request. 

Taxpayers  also  have  the  right  to  appeal  their  cases  at  this  point  to  the  Appellate 
Tax  Board  (ATB)  of  the  Commonwealth  of  Massachusetts.  The  ATB  is  an  in- 
dependent, quasi-judicial  administrative  board  which  hears  appeals  of  abatement 
applications  after  they  have  been  denied  by  DOR. 

If  I  Want  to  Appeal  a  Decision,  Do  I  First  Have  to  Pay  the 
Amount  That  DOR  Says  I  Owe?  

Taxpayers  are  not  required  to  pay  a  liability  before  filing  any  kind  of  appeal  with 
DOR  and  whether  the  liability  is  paid  or  not  will  have  no  impact  on  how  DOR 
treats  that  appeal.  Under  current  law  a  taxpayer  does  not  need  to  pay  before  the 
Appellate  Tax  Board  can  hear  his  or  her  case. 

Filing  an  appeal,  however,  will  not  stop  DOR  from  pursuing  collection  activities. 
Many  taxpayers  will  pay  a  disputed  tax  in  order  to  prevent  interest  and  penalty 
charges  from  mounting  and  to  keep  DOR  from  taking  any  enforcement  action. 
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May  I  Have  Someone  Else  Represent  Me  in  My  Appeal?   

Yes.  By  filing  a  Power  of  Attorney  —  Form  f^-2848  —  you  can  be  represented  by 
a  tax  practitioner,  friend,  family  member  or  whomever  you  choose.  Once  you  have 
delegated  this  authority,  the  person  you  choose  can  represent  you  through  cor- 
respondence, telephone  calls  and  at  any  hearing  or  meeting  with  the  Department. 

If  however,  you  are  filing  an  appeal  with  the  Appellate  Tax  Board,  you  must 
either  represent  yourself  or  have  an  attorney  do  so. 

How  Can  I  Find  Someone  to  Represent  Me  iri^  My  Appeal?  

DOR  is  ready  to  assist  taxpayers  through  the  appeals  process  by  explaining  what 
steps  to  take.  There  are  also  many  well-trained  and  dedicated  tax  practitioners  in 
Massachusetts  who  can  guide  clients  through  their  dealings  with  the  Department. 
(The  term  tax  practitioners  generally  refers  to  tax  lawyers,  certified  public  accoun- 
tants (CPA's),  accountants  and  enrolled  agents.) 

It  is  a  good  idea  to  find  a  practitioner  who  is  familiar  with  state  tax  matters  since 
some  specialize  in  federal  tax  law  and  administration  which  can  differ  significantly 
from  state  practice. 

Tax  practitioners  are  listed  in  the  yellow  pages  under  "Accountants,"  "Lawyers" 
and  "Tax  Return  Preparation."  Or  you  can  contact  one  of  the  professional  as- 
sociations for  a  referral.  Among  the  larger  state-wide  organizations  are:  the 
Boston  Bar  Association,  the  Massachusetts  Bar  Association,  the  Massachusetts 
Society  of  Certified  Public  Accountants,  the  Massachusetts  Society  of  Public  Ac- 
countants, the  Massachusetts  Society  of  Enrolled  Agents  and  the  National  Socie- 
ty of  Enrolled  Agents.  There  are  also  similar  organizations  based  in  many 
communities  and  areas  of  the  Commonwealth  that  can  be  helpful. 

Services  are  available  for  people  on  limited  incomes  as  well,  and  the  associations 
listed  above  can  make  an  appropriate  referral. 

If  I  Am  Right  and  I  Get  My  Money  Back,  Am  I  Entitled  to 
Interest  on  What  I  Overpaid?  

Yes.  If  a  taxpayer  wins  an  appeal,  DOR  will  pay  interest  on  any  money  it  has 
been  holding.  Massachusetts  law  sets  the  same  18%  annual  interest  rate  on 
overpaid  taxes,  that  it  charges  on  overdue  taxes. 

If  I  Do  Owe  the  Tax  But  Don't  Have  the  Money,  Can  DOR  Give 
Me  More  Time  to  Pay?  

In  cases  where  taxpayers  do  not  have  enough  money  or  other  assets  to  settle 
their  debt  immediately,  DOR  can  grant  them  additional  time.  Taxpayers  can  enter 
into  payment  agreements  with  DOR  that  allow  them  to  fulfill  their  total  responsibil- 
ity through  installment  payments.  Generally,  these  payments  can  only  stretch  out 
over  six  months.  The  Department  will  refuse  to  allow  a  payment  agreement,  if  a 
taxpayer  has  a  history  of  delinquency,  if  the  taxpayer  has  the  resources  to  settle 
the  debt  immediately,  or  if  the  agreement  jeopardizes  the  ultimate  collection  of 
the  tax  due.  While  a  payment  agreement  may  stop  additional  late  pay  penalties 
from  being  charged,  it  will  not  stop  interest  from  accruing  on  whatever  is  left  to 
be  paid. 

If  you  want  to  determine  whether  you  can  enter  into  a  payment  agreement,  you 
can  begin  by  talking  to  the  person  in  the  Department  who  is  handling  your  case. 
Or,  if  you  have  received  a  bill,  you  should  contact  the  Taxpayer  Assistance 
Bureau  at  their  main  information  lines,  (617)  727-4545  or  toll-free  in  Mass- 
achusetts at  1-800-392-6089. 
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Where  Can  I  Get  Help  and  Forms? 


If  you  have  questions  about  completing  your  tax  form,  please  contact  us  for 
free  help.  You  can  visit  any  of  the  offices  listed  on  the  back  cover.  These 
offices  are  open  between  8:45  a.m.  and  5:00  p.m.  You  can  also  call  us  in-state, 
toll-free,  at  1-800-392-6089.  DOR  staff  also  visit  hundreds  of  communities  each 
filing  season  to  help  taxpayers  complete  their  returns.  See  your  local  newspaper 
or  call  (617)  727-4545  to  find  out  when  we  will  be  visiting  your  community. 

If  you  need  tax  forms,  you  can  get  them  at  your  local  post  office,  senior  citizen 
center,  library  and  city  or  town  hall  and  at  all  locations  listed  on  the  back  cover. 
State  tax  forms  are  also  available  at  the  Boston  IRS  Office  (J.F.K.  Building)  and 
at  the  13  IRS  District  Offices  across  the  state.  For  federal  forms,  call 
1-800-424-3676.  You  may  also  obtain  forms  by  phone  or  mail  order.  Call  (617) 
727-4392  or  write  to  the  Massachusetts  Department  of  Revenue,  Service  and 
Supply  Section,  100  Cambridge  Street,  Boston,  MA  02204. 

Resources 


In  addition  to  the  instruction  booklet  that  comes  with  the  major  tax  forms,  the 
Department  of  Revenue  publishes  a  number  of  useful  publications  on  various 
state  tax  issues  for  taxpayers. 

MASSTAX  Guide  contains  7  volumes  covering  all  state  taxes,  local  property  tax- 
es and  DOR  administrative  procedures;  it  is  available  for  purchase  through  West 
Publishing  Company  or  for  reference  at  many  law  libraries  and  the  State  House 
Library  in  Boston. 

A  Guide  To  Taxpayer  Assistance  describes  all  of  the  main  services  and  special 
programs  offered  by  DOR's  Taxpayer  Assistance  Bureau  (TPA);  it  is  available 
from  TPA. 

Should  You  Be  Paying  Estimated  Taxes?  outlines  filing  and  paying  responsibili- 
ties for  taxpayers  who  don't  have  state  taxes  automatically  withheld  each  pay 
period;  it  is  available  from  TPA. 

A  Guide  to  Sales  and  Use  Tax  includes  information  on  what  is  taxable,  sample 
forms  and  a  pull-out  tax  collection  schedule  for  vendors;  it  is  available  from  TPA. 

A  Guide  to  Estate  Taxes  covers  all  aspects  of  the  Commonwealth's  estate  tax 
laws,  including  definitions,  rates  and  differences  with  federal  law;  it  is  available 
from  the  Estate  Tax  Bureau. 

Small  Business  Packet  contains  registration  materials,  tax  information,  sample 
forms  and  information  from  other  state  agencies;  it  is  available  as  part  of  TPA's 
Small  Business  Workshop. 

Taxpayer  Advisory  Bulletin  is  published  quarterly  with  updates  on  legislative,  le- 
gal and  Departmental  decisions  and  is  available  at  most  libraries  or  through 
DOR'S  Publications  Office. 

DOR  Directives,  Technical  Information  Releases  (TIR),  Rulings  and  Regula- 
tions are  prepared  on  general  tax  issues  as  well  as  specific  taxpayer  inquiries 
and  are  published  in  the  MASSTAX  Guide  or  are  available  from  the  Rulings  and 
Regulations  Bureau. 

In  addition,  many  organizations  publish  guides  to  state  taxes.  You  should  check 
your  local  library  or  with  a  tax  practitioner  to  find  out  what  is  available. 
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INDEX 


A 

Abatement 

Filing  for,  45.  55 
Adjusted  Gross  Income,  10-11 
Amended  Returns,  45-46 
Refunds/Payments 

Federal  Change  Payments,  46 
Other  Payments,  46 
Refunds,  46 
Appeals,  54-55 
Assessment,  54 
Disputing,  54 
Notice  of,  54 
Audit  Conferences.  54 

B 

Basis 

(Massachusetts  Rules,  13-15 
Nonresidents,  15 

Property  Acquired  Before  1/1/71,  14-15 
Property  Acquired  After  12/31/70,  13-14 
Intangibles,  Sales,  15 

c 

Capital  Gains 

Deduction 

See  Deductions 

Net  Capital  Gain  Deduction,  11 

Net  Capital  Loss  Deduction,  11 
Child  Care 

Deductions,  2.  12.  23.  28 
Collection  of  Delinquent  Taxes,  53 
Complaints,  52 
Credits 

Energy,  34-36 

Lead  Paint,  36-37 

Limited  Income,  31-33 

Solar  or  Wind  Energy,  34-36 

Taxes  Paid  to  Another  Jurisdiction,  34 

Universal  Health  Care  Credit,  1,  37-39 

D 

Deductions 
Alimony,  1,  8 

Child  under  age  12,  2,  12,  23,  28 

Dependent  Care,  2,  12 

Employee  Business  Expenses,  2 

Examples,  47-50 

Excess  Trade  or  Business,  6,  1 1 

Federal,  Disallowed,  2,  10-11 

Interest,  Massachusetts  Bank,  12 

Losses,  Passive,  3-7 

Massachusetts  Retirement,  12 

Net  Capital  Loss,  1 1 

Net  Capital  Gain,  11 

Nonresidents,  Adjustments,  3,  22-26 

Part-year  Residents,  Adjustments,  22-26 

Part-year  Residents/Nonresidents,  22-26 

Rental,  12 

Self-Employed,  1-2 

Social  Security  (FICA),  12 

5.95%  Income,  10-12 

12%  Income,  11-12 
Delinquent  Taxes 

Collection  of,  53 

Penalties 

See  Penalties 
Dependent  Care 

Deductions,  2,  12 


Directives,  52,  57 
Domicile,  19-20 

Military  Personnel,  20 

Students,  20-21 

E 

Employee  Business  Expenses,  2 

Itemization  Federally  Required,  2,  10 

Outside  Salespersons,  10 

Limitations,  10 

2%  Floor,  2,  10 
Energy  Credit 

See  Credits 
Errors,  45-46 

Estimated  Tax  Payments,  40-44 

Annualization  of  Income,  43-44 

Forms,  40 

Joint  Payments,  40 

Penalties,  41-43 

Who  Must  Pay,  40 
Examples,  47-50 
Exemptions 

Against  5.95%  and  12%  Income,  12 

Medical  Expenses,  12 

Nonresidents,  Adjustments,  22-26 

Part-year  Residents,  Adjustments,  22 

Part-year  Residents/Nonresidents,  24 
Extension  of  Time  to  File,  53 

F 

Federal  Change,  45 

Penalties,  46 
Federal  Gross  Income,  8-10 
Filing  Requirements,  16-21 

Domicile,  19-20 

Forms,  16-18,  27 

Joint  Returns,  16,  27 

Nonresidents,  17 

Part-year  Residents,  17 

Part-year  Residents/Nonresidents,  17,  22,  27 

Residents,  16-17 
See  also  Penalties 

Students,  20-21 

5.95%  Income 
See  Income 

Military  Personnel,  20 
Forms,  57 

Abatement  (CA-6),  55 

ABC,  17 

Amended  Return  (33X),  45-46 
Estimated  Taxes  (1-ES),  40-41 
Form  1,  17 

Nonresidents  (1-NR),  17-18 
Part-year  Residents,  17 
Part-year  Residents/Nonresidents,  17 
Preparation  of,  51 

G 

Gross  Income 

See  Income 
Government  Obligations 

Interest,  9 

H 

Health  Insurance 

Self-employed  Persons,  2 
Help,  51-52,  57 


I 

Income 

Federal  Gross,  8 
5.95%  Adjusted  Gross,  10-11 
Massachusetts  Adjusted  Gross,  10-11 
Massachusetts  Gross,  8-10 

Addition  to  Federal  Gross,  8-9 
Massachusetts  &  Federal  Differences,  8-12 
"Massachusetts  Source",  18,  22 
Massachusetts  Taxable,  8-12 
Part  A,  1 
Part  B,  1 
Part  C,  1 

Rental  from  real  estate,  1 

Wages,  1 

Winnings,  1 
Interest 

Amended  Return,  46 

Delinquent  Taxes,  46,  53 
See  also  Penalties 
Interest  Income 

Government  Obligations,  9 

Massachusetts  Banks,  1,8,  12 
Internal  Revenue  Code 

Changes  Not  Adopted  by  Massachusetts,  2 

Passive  Losses,  3-7 

L 

Lead  Paint  Credit 

See  Credits 
Legal  Residence 

See  Domicile 
Limited  Income  Credit 

See  Credits 
Losses 

Net  Capital,  1 1 

Passive,  3-7 

M 

Massachusetts  Adjusted  Gross  Income,  10-11 
Massachusetts  Bank  Interest,  1,  12 
Mass.  Source  Income,  18,  22,  27 
MASSTAX  Guide,  51-52,  57 
Military  Personnel 

Domicile,  20 
Mistakes,  45-46 

N 

Net  Operating  Losses  Disallowed,  6-7,  10 
Nonresident 

Adjustments  to  Income,  3,  22,  25-26 

Basis  Rules,  Applicability,  15 

Deductions,  Ratio,  24 

Total  Income  Worksheet,  26 

Example,  49-50 

Exemption,  Ratio,  24 

Filing  Requirements,  16 

Forms,  17 

"Massachusetts  Source"  Income,  18 
No  Tax  Status,  32 

Trade  or  Business  in  Massachusetts,  18 
Nonresident/Part-year  Resident,  22-26 
No  Tax  Status 

Defined,  31 

Eligibility  for,  31 

Nonresidents,  32 

Part-year  Residents,  32 


Short  Taxable  Year,  33 
Notice  of  Intention  to  Assess 
Disputing,  54 

o 

Official  Statements 

See  Public  Written  Statements 

P 

Part-year  Resident 

Deductions,  Adjustment,  4-5,  22-26 

Exemptions,  Adjustment,  25 

Income  Adjustments,  24 

No  Tax  Status,  31 
Part-year  Residents/Nonresidents,  22-26 
Passive  Losses,  3-7 

Adopted  by  Massachusetts,  3-7 

Carryforw/ard  Disallowed,  6-7 

Excess  Against  12%  Income,  6 

Nonresidents,  3 

Part-year  Residents,  4 
Penalties 

Amended  Returns,  46 

Late  Filing,  53 

Late  Payment,  53 

Underpayment  of  Estimated  Taxes,  41-43 
Pensions 

Part-year  Residents/Nonresidents  Adjustments,  23 
Power  of  Attorney,  56 
Public  Written  Statements,  52,  57 

DOR  Directives,  52,  57 

Regulations,  52,  57 

Rulings,  52,  57 

Technical  Information  Releases  (TIRs),  52,  57 
Publications,  list  of  51-52,  57 

R 

Regulations,  52,  57 

Rental  Income  from  Real  Estate,  1 

Representation 

See  Power  of  Attorney 
Residency 

See  Domicile 
Returns 

See  Forms 
Rulings,  52,  57 

S 

Self-employed  Persons 

Health  Insurance,  See  Deductions 
Social  Security 

See  Deductions 
Solar  and  Wind  Energy  Credit 

See  Credits 
Students 

Domicile,  20-21 

T 

Examples,  47-50 

Taxes  Due  to  Another  Jurisdiction 

See  Credits 
Taxpayer  Assistance,  51,  back  cover 
Taxpayer  Bill  of  Rights,  2 
Technical  Information  Release  (TIR),  52,  57 
Time  to  File 

Extension  of  Time,  53 


Your  State 
Tax  Dollar 


Where  the  money 
comes  from... 


CIGARETTE  & 
ALCOHOLIC 
BEVERAGE 
3* 


GAS  TAX 
4* 


OTHER  TAXES 
5* 


CORPORATE  EXCISES 
13* 


SALES  USE  TAX 
23* 


An  Explanation  of 
the  Massachusetts 
Use  Tax 

One  source  of  revenue  that  helps  fund 
many  of  the  vital  public  services  listed  on 
this  page  is  the  Massachusetts  sales  and  use 
tax.  While  the  5  percent  sales  tax  is  levied  on 
purchases  made  in  Massachusetts,  a  corres- 
ponding use  tax  applies  to  certain  out-of-state 
purchases  that  are  used  in  Massachusetts 
Implemented  in  1966  in  conjunction  with  the 
Massachusetts  sales  tax,  the  use  tax  helps 
keep  Massachusetts  businesses  competi- 
tive with  merchants  in  other  states  by  requir- 
ing that  either  a  sales  or  a  use  tax  be  paid  on 
goods  or  services  used  in  the  Commonwealth 
regardless  of  where  they  were  purchased.  All 
45  states  that  have  a  sales  tax  also  have  a 
corresponding  use  tax. 

Under  what  circumstances  are  you 
required  to  pay  a  use  tax?  If  you  make 
an  out-of-state  purchase  of  goods  or  services 
that  would  be  subject  to  the  Massachusetts 
sales  tax  if  purchased  in  Massachusetts,  and 
pay  no  sales  tax  or  pay  sales  tax  at  a  rate  less 
than  the  5  percent  Massachusetts  rate,  then 
you  are  responsible  for  paying  a  use  tax  on 
those  goods  or  services.  This  applies  to 
goods  or  services  used,  stored  or  consumed 
in  Massachusetts  and  includes  purchases 
made  over  the  phone  and  via  direct  mail. 

Unlike  sales  tax  payments  which  are  remitted 
by  the  vendor,  use  tax  payments  are  made  by 
taxpayers  directly  to  the  Commonwealth.  To 
make  your  use  tax  payments  on  most  pur- 
chases you  need  to  file  DOR  s  Form  ST-10  1 1 
once  a  year  for  purchases  made  the  previous 
calendar  year.  For  example,  if  you  bought 
furniture  from  an  out-of-state  business  dur- 
ing calendar  year  1990  and  paid  no  sales  tax, 
you  need  to  make  a  use  tax  payment  on  that 
purchase  by  April  16, 1991  .  An  important 
exception  to  this  annual  filing  requirement 
involves  the  purchase  of  cars,  boats  or  air- 
planes. To  find  out  more  about  the  Massa- 
chusetts use  tax  or  to  obtain  Form  ST-1 0  1 1 . 
please  call  DOR  s  Taxpayer  Assistance  Bureau 
at  (617)  727-4490.  DOR  staff  are  available  to 
answer  your  questions  Monday  through 
Friday,  from  8:45am  to  5:00pm. 


Sources  Massachusetts  Department  ol  Revenue  Fiscal  1990 
Budget  Bureau  Fiscal  i99i 


Commonwealth  of  Massachusetts  Department  of  Revenue 


For  help,  call: 


(617)  727-4545     Boston  Headquarters 

100  Cambridge  Street,  MA  02204 

(508)  586-4875  Brockton 

144  Main  Street,  MA  02401 

(508)  678-2844     Fall  River 

218  S.  Main  Street,  MA  02721 

(508)  345-0381  Fitchburg 

9PrichardStreet,MA01420 

(413)  774-2740  Greenfield 

11  Davis  Street,  MA  01301 

(508)  771-2414  Hyannis 

1019  iyanough  Road 
Route  132,  MA  02601 

(508)  458-8426  Lowell 

100  Merriniack  Street,  MA  01852 

(508)  655-9208     128/495  Regional  Office 

Apple  Hill  Mall 

Route  9  East,  Natick,  MA  01760 

(413)  499  2206  Pittsfield 

333  East  Street,  MA  01201 

(413)  784-1000  Springfield 

436  Dwight  Street,  MA  01 103 

(617)  246-0124  Wakefield 

27  Water  Street,  MA  01 880 

(508)  792-7300  Worcester 

75A  Grove  Street,  MA  01605 


For  Forms,  Call:  (617)  727-4392 
For  Toll-free  Information:  1-800-392-6089 


